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( President ) : Perhaps we better begin with our re- 

arrangement of the programme. Our information from 
Mr. MacLaren is that his doctor does not think he will 
be well enough by Monday, but Mr. MacLaren is, never- 
theless, prepared to come to Court to deliver his speech 
and then return home immediately afterwards, but we 
think that is a bad idea, and, therefore, we must delay 
Mr. MacLaren’s speech until some time next week. I 
think Mr. Fay’s engagements are a little dangerous next 
week, and looking at the programme as a whole, I think 
the best arrangement would be that after today we should 
not sit until Thursday, which would give Mr. MacLaren 
time to recover, I hope, and then we will hear him on 
Thursday, hear a few of the Objectors who have not called 
evidence, three or four of them I think, and if there is 
any time left perhaps Mr. Fay could begin his closing 
speech on that day. Also, of course, Mr. Collard is still 
ill, so he has to be fitted in. If, as seems almost certain, 
Mr. Fay has not finished his closing speech on Thursday, 
we will go over to the 9th March, the Monday. I hope 
there are no events of which I am unaware which makes 
that an unsuitable proposal. 

{Mr. Fay): I am very much obliged. That will be 
quite convenient to those instructing me and to me 
personally. I am most indebted to the Tribunal. 

( President ): Mr. MacKenna, I have conveyed this 

information to you privately, but before you resume your 
speech Mr. Poole would like to ask Mr. lames one or two 



questions. I do not think they will affect your speech, 
but perhaps you had better have the advantage of hearing 
them before you continue. Before Mr. lames is recalled, 
I want to clear up two questions of fact. Would you look 
at WHL 1, Item 11? Those are the interest payments for, 
I think it is, eight years in respect of the London Electric 
Finance Corporation loans. There is a minor point I 
would like to clear up first: Why should the interest on 
that loan in 1948 be £0'8m. and in 1950 be £0-8m„ and 
in all the other years up to 1954 be £0-7m.? My next 
point is this : Am I right in assuming that it is £0'4m. in 
1955, because that loan was redeemed in the course of 
1955? Those are comparatively minor points, but the 
more major point is this: Looking at Mr. Lawson’s notes 
on WHL 1, I find that on page 5 that interest charge has 
been calculated at a rate of 2\ per cent. 

{Mr. MacKenna ): The interest charged on that loan 
for the year 1955? 

{President ) : No, throughout. On at least two occasions 
in the past when these loans have been dealt with at 
Inquiries before us the interest rate has been said to be 
2-6 per cent. Therefore what I want those advising you 
to find out is what was their authority for taking the 
rate as being 2\ per cent. I have no doubt that can be 
settled by discussion with the Commission. 

{Mr. MacKenna): I will try and get the answers to 
those three questions, Sir. 



Mr. Philip Gaved James, recalled. 



5872. {Mr. Poole): Mr. James, I am afraid I have to 
trouble you to hark back to the 1953 proceedings. There 
is one question about which I would like your help, 
Q. 1418 on page 101 of the proceedings. There Sir 
Reginald Wilson is giving evidence and, in fact, being 
cross-examined by Mr. Geoffrey Lawrence. I want to go 
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quickly through his answer to Q. 1418, in which he is 
trying to what you might call “ play ” with Mr. Geoffrey 
Lawrence on his way of calculating. He says : We have 

tried to check back the reasonableness of the £'5-)m.” — 
that is what was being applied for in terms of Central 
Charges? — Yes. 
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5873. “ even by reference to assumptions of this kind. 
Let us suppose we follow this out for a minute. There 
was the £130m. of Stock, you remember, which was issued 
in replacement of the London Passenger Stocks ”• — that, I 
think, appears as £128m. in the accounts in 1948? — Yes. 

5874. And there were two items, I believe, which came 
to about £lm. I am not quite sure whether they should 
be included in that or not? — I do not recognise the items 
coming to £lm., Sir. 

5875. There were two of half a million pounds each. 

5876. ( President ): It is IV-15 in the accounts? — Yes, 
Sir. 

587/. (Mr. Poole)\ It is the Hammersmith and City 
Railway and the Whitechapel and Bow Railway. The 
Whitechapel and Bow Railway Company is £403,875, and 
the Hammersmith and City Railway is about £452,000, and 
those two added together come to nearly £lm. Was Stock 
issued against those, do you remember? — Yes, it was. 
Those two railway undertakings were half-owned by the 
London Passenger Transport Board and half-owned by two 
of the Main Line Railway Companies. The part of the 
Stock issued for the London Passenger Transport Board 
Undertaking, of course, included the Board’s interest in 
those Railways. The transfer of the remainder of those 
Railways, that is the Main Line Railway Companies’ por- 
tion, is reflected in the figure of £10m. which is included 
in Mr. Lawson’s statements. 

5878. It is reflected in that, which you say should be 
£12m.? — Yes. So I think we have, in fact, covered those 
two items by the transfer of the Main Line Railways’ 
portion of the undertaking. 

5879. So, in fact, you take the £128m. for Stock that 
was issued and add to that £12m., and we get £140m.?— 
£140m., yes. that is right. 

5880. “That was £130m. of Stock you remember, which 
was issued in replacement of LPT Stock. There would 
be 3 per cent, interest to pay on that. That would be 
£3 -9m. There would also be interest, say, at an average 
rate of 4 per cent, on the additional capital of £40m.” 
Looking back, he included £10m. of that £40m., which was 
the £10m. we have just been talking about for the trans- 
ferred assets, and £30m. for additional borrowings for 
capital purposes? — I think that may be so, but I believe 
I can cross-check by looking at the WHL statements. 1 
should think that may be unlikely. Sir. If you look at 
Exhibit WHL 3 on page 195 of the proceedings, you have 
the capital outlay which is in line 3, which Sir Reginald 
Wilson may be talking about, of £6-7m. in 1948, £9-7m. 
in 1949, £ll-3m. in 1950, £7-8m. in 1951 and £8-4m. in 
1952. Those together add up to something over £40m. 
Of course, it may be he was talking about line 5 ; I do 
not at this stage know precisely what he was discussing. 
Line 5 gives you £28m., roundly, net in the first five years, 
and if you add the £12m. to that you would, of course, 
come to £40m. 

5881. I am going to ask you something different about 
that in a moment. One thing you could, perhaps, tell me 
is why he has put a rate of 4 per cent, on that £40m. and 
3 per cent, on the other. Was 4 per cent, actually paid?— 
No, not until about 1954, I should think. I imagine he 
was allowing for management expenses and for redemp- 
tion, which would raise it to something over the 3 per 
cent., and (I am not sure about this) it may well be that 
the Stock was being issued at a discount in those early 
years. I think not. 

5882. That does not very much matter at the moment. 
He has taken that £40m. and he has charged that as 
£1 -6m., 4 per cent. Then he has taken the London Electric 
Finance Corporation loan, the refinancing of that, which 
he has taken as an interest payment of £l-2m., which, 
I take it, is 4 per cent, on £30m.? — Yes, and that is right, 
because that replacement Stock was issued at 4 per cent. 

5883. ( President ): When you talk about “that replace- 
ment Stock ”, was that issue of Stock solely for the pur- 
pose of redeeming the Electric Finance Corporation loan? 
— My recollection is there were two redemptions at the 
same time. 

5884. (Mr. Poole): Then in the next sentence he says: 
“ There would also be a financial amortisation charge, 
90 years, say of } per cent, on the invested capital of about 
£200m.” — that is the total of those figures at which we 



have been, looking, taking £30m. as the refinancing of the 
London Electric Finance Corporation loan? — That is so, 
yes. 

5885. It comes to exactly £200m. That, of course, at 
i per cent, would be half a million pounds? — Yes. 

5886. Then, of course, against that he has taken the 
actual £40-2m., or he has called it £40m., of the Trust 
Fund and credited that at 4 per cent, at the top of the 
next page, and he works that out at £L6m. and so gets his 
£5-6m. by deduction? — Yes. 

5887. Before you say anything about that, may I ask 
you one question: If one was going to do that, would 
want to deduct your £9m. for the Maintenance Equalisa- 
tion Fund? — I think so, yes, because it is an internal 
reserve. May I just comment on the 4 per cent, on the 
£40m.? That, of course, cancels out the 4 per cent, 
which was taken on the £40m. of expenditure. I think, 
perhaps, in the way in which we are discussing it on this 
occasion, we should say 3 per cent, would apply to both 
items, but it makes no difference whatsoever. 

5888. It comes to the same thing, they cancel each 
other out? — Yes. 

5889. What I want to ask you is this : Can you give us 
approximately what are the capital commitments that you 
have on the London Transport Executive? When I say 
“ commitments ”, I mean the commitments as at the most 
recent date, say the 31st December, ignoring for the 
moment the figures you have given us of what you are 
going to spend over the next five years, because that is a 
separate issue. Is it possible to tell us what your 
borrowings are and what interest you are actually paying 
to the Transport Commission? — No,, Sir, it is not. 

5890. I did not think you would be able to tell us that, 
but I wanted to know whether you could? — I think not, 
because we draw the cash as we require it from the 
British Transport Commission, and it is quite impossible 
to allocate the cash that we draw against any particular 
loan raised by the British Transport Commission. But 1 
think one could say that at the present time the Com- 
mission is raising their money, I believe, at something 
over 5 per cent., and in so far as we do not save up funds 
internally by way of depreciation or other provisions, what 
we require has to come out of that money which was 
borrowed at 5 per cent., and assuming that we were 
working at a deficit and assuming that all the £40m. has 
been spent — as, in fact, it will be because of the loss in 
1958 — one must assume that the present rate of financing 
London Transport’s net requirements is 5 per cent, or 
something over. I think I can deal with that point about 
the commitments if I might just consult my assistant for 
a moment. I have just checked my recollection on that, 
and the figure which appears in our 1958 accounts, at 
which I was looking yesterday, for authorised expenditure 
at the end of 1958 is £38m. 

5891. Authorised expenditure over a period of years? — 
It will be spent over a period of years, but that is the 
amount to which we have committed ourselves at the 
present time. 

5892. That compares with your figure of £39m. which 
you gave us earlier in your evidence? — That is so. I am 
talking about what we have committed ourselves to at 
the moment. The £39m. I gave you was the outlay over 
three years, and there was another £44m. which extended 
the period of expenditure somewhat further to 1963. 

5893. I have not taken so much notice of that, I have 
taken more notice of the £39m., because you gave us the 
actual amounts which you expected to spend throughout 
each separate year over four years? — Yes ; and in relation 
to that our current commitments on Capital Account are 
£38m. 

5894. You have told us already, I think, that even at 
best you will have to borrow one-third of that ; is that 
right? — At best, yes. I said that if I were obtaining the 
maximum possible amount out of the Scheme I should 
still have to borrow £12m., which is your third. 

5895. It is practically one-third? — Yes. 

5896. Can you give me any approximate figure as to 
what you have borrowed from the Transport Commission 
in addition to. the £140m. of British Transport Stock which 
relates to the first matter we discussed, the £128m. plus 
the £12m.? — I cannot give you that figure offhand, because 
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it depends, amongst other things, on an assessment of 
the accumulated deficiency. We must borrow for the 
whole of our requirements. I could give you a figure 
making certain assumptions about the deficiency by com- 
paring the Commission’s net investment in London Trans- 
port in 1948 with its investment at the end of 1958. I do 

{The witness 

{Mr. MacKenna) : 1 am very grateful to you and your 
colleagues for giving me the chance of addressing you 
to-day, Sir. 

When I addressed you last Friday I said that there were 
three main questions for your consideration. The first 
question was: How much should London Transport con- 
tribute towards the Commission’s Central Charges? To 
that question I said that our answer was £5-5m. 

{President): £5’5m. in 1959. 

{Mr. MacKenna ): Yes, looking to the future. The 
second question was : Should London Transport be 

required to provide a General Reserve of £2m. a year? 
To that question I said our answer was £lm. a year. 
The third question was: Should London Transport be 
required to provide a Replacement Reserve of £3m. a year 
in addition to providing historic-cost depreciation? To 
that question I said that our answer was that London 
Transport ought not to be required to provide any 
Replacement Reserve in addition to providing historic-cost 
depreciation. I gave you my reasons in support of our 
answer to the first question, and I wish now to give you 
our reasons in support of the answers to the second and 
third questions. 

First, as to the General Reserve. Mr. Fay’s justification 
of the Commission’s figure of £2m. is to be found at Day 
One, page 19, where he says : "... We have to pay off 
£15m. and accumulate a reserve of something of the order 
of £10m.” 

{President): I think it is in the second complete para- 
graph on page 19, beginning: “That is all I want to say 
about replacement ”. 

{Mr. MacKenna) : Yes. “ May I go on to the subject 
of the general reserve? Why is it that we say we ought 
to have £2m. over and above the figure needed for the 
replacement reserve? There are two answers for that: 
The first is to act as a cushion ”, and then there is a long 
passage dealing with -that. 

The passage I want is in the second column at the end 
of the discussion. There Mr. Fay says : “ We have to pay 
off £15m. and accumulate a reserve of something of the 
order of £10m. It would be reasonable to set about doing 
that at the rate of £2m. a year, and that is what we ask 
to be enabled to do ”. The figure of £15m. is, of course, 
taken from PJ 14, and if the true deficit is much less 
than this, the justification for the figure of £2m. goes. 

Mr. James gave some answers on this point which you 
will, no doubt, wish to consider, and you will find them 
at page 82 of the Fourth Day, Qs. 744 and 745. This is 
in answer to some questions which you put to him, Sir : 

“ 744. Never mind why ; I will put it in another way : 
Supposing we were not satisfied that over this span of 
years, London Transport had accumulated a deficit of 
anything like this amount, would that, in your view, make 
any difference to our conclusion as to the formation of 
a general reserve? — {A) No, Sir. 745. In other words, we 
can treat the fact that there has been accumulated a 
deficit over this period of years as being negligible for 
the purpose of considering the general reserve problem? 
— (A) Yes, Sir. It was with that sort of point in mind that 
I did make a reference to the freezing of the existing 
deficit and never paying it off at all — simply bearing the 
interest burden on it. If that were done, I would still 
want -the general reserve, and my main objective in 
wanting -that would be to prevent it from happening 
again ”. 

What is “ it ” in that sentence? I read it to mean to 
prevent a supposed loss of £15m. happening again. If 
that is right, the answer is given upon -the assumption 
that there have been losses in the past of £15m. and that 
the reserve will be needed to counteract the danger of 
losses of £15m. being repeated in the future. 

But if losses have not been suffered -to that extent in 
the past, the figure of £2-0m. may be excessive as a 
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not happen to have those figures with me, but they could 
very easily be obtained for you. 

{Mr. Poole) : I think that is all I wish to ask. 

( President ) : Does anybody else wish to ask any 

questions? 

withdrew.) 

measure of the annual protection required against losses 
in the future ; -in other words, a past experience of losses 
of £15m. would recommend a larger reserve than a past 
experience of £2-9m. of losses, which is Mr. Lawson’s 
figure. 

I say all this to suggest that Mr. James in his answers 
to your questions is really justifying the figure of £2-0m. 
still upon the footing that the losses in the past have been 
the larger figure of £15'0m. True, he is saying: “I do 
not want the reserve for the purpose of wiping off that 
past deficit which I am prepared to treat as frozen in the 
future, but in measuring the amount of annual protection 
I need against the risk of losses in the future, it is a loss 
of £15m. that I am thinking of, based upon the past 
experience ”. Mr. Lawson does not consider the existence 
of the past deficit as an independent reason for a general 
reserve. 

He expressed that view at page 287 of Day 13 in the 
answer to Q. 4330 ; it is in the left-hand column of 
page 287, towards the bottom of the page. Mr. Lawson 
is being cross-examined by Mr. Fay about the general 
reserve ; it begins at Q. 4329 : “ You know the figure 
they ” — that is the Commission — “ have suggested is a 
figure of £2m. a year for General Reserve? — (A) Yes. 
(0 I want you to deal with that, first of all, in the light 
of the deficit, supposing you are right in saying the deficit 
is only £2-9m. How much do you think they would need 
for that? — (A) You cannot really divide it up, but you 
do not need much, obviously. That is a deficit of only 
£0-29m. for the ten years, and I would not think you 
would need very much for that. I would rather not try 
and divide -this up into watertight compartments, because 
I do not think one can quite do that ”. 

There are seme answers on the same subject at page 334 ; 
that would be Day 15, Question 5494. These answers are 
in line with what Mr. James was saying about freezing 
the deficit ; I think Mr. Lawson is still under cross- 
examination : “ (0 So in addition to building up -the 
£10m., we have got to meet the deficit, whatever it is? — 
{A) I am not sure about that. Whether you need make up 
that deficit, I do not know. (0 If one need never make up 
a deficit, why does anyone ever try to break even? What 
are we here for, Mr. Lawson? — {A) In fact, people do 
not make up deficits. It is a curious thing ; they try to 
break even for the future, but they do not make up their 
deficit. As I have said, the great advantage of a deficit 
in private industry is that you get back so much of your 
tax. This deficit would be higher, of course, if you were 
expecting to earn a profit in the future which would be 
taxable ”. 

That suggestion that it might be reasonable to freeze 
the deficit, as it were, and not try to make it good out 
of the moneys put up in the future, is in line with the 
suggestion made by Mr. James in the answers to which I 
have referred you. 

Mr. Fay criticised Mr. Lawson’s figure of £l-0m. as being 
inadequate to enable the Commission to carry wage in- 
creases without putting up its fares. Mr. Lawson’s answer 
to that suggestion is that it would be unreasonable to try 
to build up the very large reserve which would be needed 
for that purpose. 

You will find Mr. Lawson’s answers upon that point at 
Day 15, page 333, and I think the number of the ques- 
tion is 5458 : “ Do you think reserves are desirable in 
order to stabilise fares? — {A) Well, it is very seldom that, 
in fact, they have that effect. In theory, I think, it is 
right, but in practice it does not seem to work that way, 
because you get the big adjustment in wages, and that 
type of thing, which you really cannot stabilise as a result 
of a reserve. (0 But you can economise as a result? — 
{A) As I see it, the pattern is this, is it not: Where you 
get these fairly regular increases in wages, then at that 
-time, of course, the public expects a rise in fares, it is 
inevitable, it is part of the system of inflation, and I doubt 
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whether it is really practicable to do anything which can 
act as a very material buffer in dealing with that kind of 
situation 

( President ) : Of course, Mir. MacKenna, the public may 
expect a rise in fares, but they always oppose any proposals 
that the fares should go up. 

(Mr. MacKenna) : Indeed, yes, Sir. 

The last answer on this page which deals with this 
topic is at Question 5472, towards the end of the page: 
“ Although, in view of the wage increases you have referred 
to, the fluctuations in expenses are likely to be large? — 
(A) If fluctuations in expenses are large, you will not be 
able to overcome them by having a reserve ”. 

Mr. Lawson’s figure, after considering all those points, 
was £l-0m. You will remember the reason he gave when 
he was asked why he had taken that figure ; it is at Ques- 
tion 5473, on page 333, and it is indeed the answer one 
would have expected him to give for arriving at a round 
figure of £l-0m.: “How do you arrive”, says Mr. Fay, 
“at your £lm. as a figure? ” arid Mr. Lawson answers: 
“ Out of my head, out of the air. It is anybody’s guess. 
You asked me for my opinion, and I gave you my opinion. 
( Q ) You have not tested it by reference to any figures? — 
(A) You cannot test it, or I cannot ”, 

(President) : I do not know whether the air in this hall 
is different from the air in our offices — I suppose it might 
be — if we have to take it out of the air. 

(Mr. MacKenna ): He says that you cannot hope to 
provide a reserve which will be a buffer against wage 
increases ; you are not really called upon to provide a 
reserve which will wipe out the deficit of the past. 

He has, I think, explained in his evidence, in a passage 
to which I ought perhaps to have referred you, that it 
is not reasonable to expect the reserve to perform the 
function of self-financing ; I ought to have mentioned 
that. There were the three points put to him, the existing 
deficit, the buffer against increases of wages, and the third 
point was self-financing. His long answer dealing with 
the last justification for a larger figure than £l-0m. is found 
at Day 13, page 287, Question 4332 ; Mr. Lawson is being 
questioned about the need to provide in his figure of 
general reserve for self-financing : “ (Q) It is one of the 
purposes for which the Reserve was proposed. It is 
Paragraph 72 of your note, is it not? — (A) Yes. Most 
privately-owned businesses seek to provide part of their 
capital requirements by ploughing back profits. Small 
businesses often cannot obtain adequate capital from any 
other source. Larger businesses which have recourse to 
the Stock Markets must show a margin of earnings as 
cover for the interest or dividend of the new Stock which 
they wish to issue, and such a margin can only be pro- 
vided by retaining in the business a substantial part of 
the profits. These are the main reasons for self-financing, 
and they were just as valid before the War, in times of 
stable prices, as they have been since the War when prices 
have continued to rise. In recent years self-financing has, 
however, risen through encouragement from the Profits 
Tax on distributed profits, which has recently been 
abolished. The position of London Transport seems to 
me to be entirely different, because its finance is pro- 
vided by, or under guarantee of, the Government and 
there is, therefore, no necessity to provide cover for the 
interest payable on the capital. I do not, therefore, see 
any need for self-finance as such, although, as I have 
already said, I think it would be reasonable and sensible 
for London Transport to aim at building up a moderate 
reserve for the purpose of meeting unforeseen contin- 
gencies and the like. On a final analysis of this question 
of self-financing it seems to me to be a political test as 
to whether the Government will provide adequate capital 
for London Transport through the Transport Commission, 
or whether it will insist upon the whole or part of that 
capital being obtained from higher charges to the public. 
Apart from that political question, I see no advantage in 
self-financing ”. Then you. Sir, intervened and said : 

“ Whatever else we do, we cannot ask the Government 
what position they propose to take ”. 

(President) : The curious think is that there was a time 
when the Government, as they were entitled to be, were 
represented at these Inquiries and they expressed views 
on behalf of the Department. Perhaps wisely, that has 
been discontinued, otherwise it might tie their hands. 

(Mr. MacKenna) : I do not recollect that time, Sir, nor 
do I recollect whether the Government’s representative was 



cross-examined in the same way as the Commission’s 
representative was — possibly not. 

The reasons given by Mr. Lawson in that answer are 
sufficiently clear : No analogy is to be drawn between the 
Transport Commission in this matter of self-financing, and 
privately-owned businesses ; if the privately-owned business 
is small, it has got to finance itself — it has no other means 
of getting capital. If it is large, it has to go to the Stock 
Exchange and show a margin of earnings to cover the 
interest or dividend on the new Stock. That margin can 
only be obtained by retaining in the business some sub- 
stantial part of the profits. The position of London 
Transport, or the Commission, is entirely different. That 
finishes what I wanted to say on the question of the 
general reserve. 

Mr. Lawson has dealt with the three suggested reasons 
why his figure of £l-0m. is inadequate, and he ends by 
saying that there ought to be something provided, but 
nothing which is inflated by your requirement of a pro- 
vision to amortise the deficit of £15-0m. or for the buffer 
against wage increases or for self-financing. 

I come now to the replacement reserve. It is, I submit, 
permissible before examining the detailed argument against 
the provision of the replacement reserve, to consider 
together the two sums claimed by the Commission, the 
£2-0m. general reserve and the £3-0m. for the replacement 
reserve, being £5-0m. reserve in all. 

Mr. Lawson put the magnitude of that figure of £5-0m. 
in perspective by comparing it, as you remember, with the 
surplus of the electricity industry for 1957-58, of £16‘0m. 
As the £16-0m. was the whole of the surplus of the 
electricity industry after providing historic cost depre- 
ciation, the figure, said Mr. Lawson, was comparable with 
the Commission’s proposed figure of £5-0m. for London 
Transport. £16-0m. was 3-4 per cent, of the electricity 
industry’s gross receipts ; £5-0m. represents over 6-0 per 
cent, of London Transport’s gross receipts. 

The other comparison he made was between the £16-0m. 
as 1 per cent, of the electricity industry’s capital and the 
£5-0m. as being about 3-0 per cent, of London Transport’s 
capital. 

I understand it is the Commission’s case that both the 
general reserve and the replacement reserve are to serve 
the purposes of self-financing. The past record of the 
electricity industry and its proposed self-financing during 
the next seven years were invoked by Mr. Fay as in 
example of what really virtuous people will do.; 33 per 
cent, of the electricity industry’s capital expenditure had 
been self-financed in the last 10 years and 46 per cent, or 
48 per cent, would, it was hoped, be self-financed during 
the next seven years. 

In answer to that you will recollect that Mr. Lawson 
pointed out that during the last 10 years London Trans- 
port had financed out of normal revenue 50 per cent, 
of its capital expenditure, and had financed the rest out 
of its surplus funds. That is the comparison which Mr. 
Lawson makes between the record of the electricity in- 
dustry, which is said to be a good record, and the achieve- 
ment of London Transport. 

Looking to the future, there is, we have been told, some 
£44-0m. to be spent in the next four or five years upon 
capital development. That is required, for the most part, 
to replace assets -much -of whose useful life was already 
spent at Vesting Date. An enterprise taking over an exist- 
ing business should not be required to put up out of 
income enough to replace with new assets those assets 
which were already 'old when they were taken over. 

If you take that factor into account, upon figures which 
Mr. Lawson gave and which I put in cross-examination 
to Mr. lames, -some £27m. out of the £44m. could be 
attributed to making good that -part of the life of the 
assets to be replaced which was already spent on Vesting 
Date. London Transport can, we say, reasonably finance 
by borrowing that part of the expenditure which will when 
it is incurred have the effect of giving it new assets in place 
of the already old assets which it acquired at Vesting Date. 
That leaves a balance of some £16-0m. or £17'0m. to be 
provided, if you like, by self-finance, and Mr. Lawson 
says that the depreciation provisions put by each year 
on historic cost, together with a contribution from general 
reserve of about £L0m. a year will provide that balance 
over a period of four or five years while the expenditure 
is being incurred. 
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I am not sure that Mr. James challenges that approach. 

I have in mind his answer at page 205 of the transcript 
at Question 2825 ; that will 'be found in Day 9. 

I am questioning Mr. James, and I begin, characteristic- 
ally, by saying: “ I have not made myself clear ”. Then: 

“ I was saying that as to part of the £44m., I think as to 
some £28m. of the £44m., that would properly be raised 
by borrowing, representing, as it does, the difference 
between new and 'old. That leaves you with about £16m. 
to be financed otherwise than by borrowing, and I was 
suggesting that your depreciation provision, at its present 
level of about £3-7m. a year, would give you almost enough 
to pay for that £16m. part of the £44m. Do I make myself 
clear? — (A) I wonder if there is really anything between 
us. All I was saying in the course of my evidence-in- 
chief was that,, if we were to incur this capital expenditure 
in the next four years, there would be an increase in interest 
charges of a certain sum of money. I had calculated 
that figure by assuming that I was going to borrow all the 
money except what would be provided by way of deprecia- 
tion provision and other internal sources, so I think we 
are really on the same lines ”. I go on: “I was conceding 
the need and the propriety ” 

(President) : It was after that that Mr. James put in his 
last exhibit. 

(Mr. MacKenna) : Indeed, Sir ; you will remember what 
his last exhibit was. The only reason I quoted the last 
answer is to show, if I can, that Mr. James does not appear 
seriously to challenge the approach which Mr. Lawson 
makes, that you could reasonably regard part of that £44m. 
as being a proper subject to be covered by borrowing, so 
far as it represented substitution of new for old. 

I leave Mr. James’s evidence at that point, if I may, 
so there remains now to be considered the argument that 
it is the Transport Commission’s duty to provide a replace- 
ment reserve of £3-0m. a year for London Transport to 
make good the difference between historic cost and re- 
placement cost. Mr. Lawson has put forward a considered 
argument against providing that reserve. You will 
remember the argument; it was given to you on Day 13 
at Page 285. It was read out by Mr. Lawson and I am 
sure it has already been considered by the Tribunal, and 
will be considered again before you give your decision. 

(President): That is Q. 4312 onwards? 

(Mr. MacKenna) : Yes ; it represents the strongly held 
opinion of a very able accountant on those two points. 

I venture to think there will be no doubt about the 
sincerity and ability of the witness. 

(President): All opinions on this topic are strong, are 
they not ; they always have been, on both sides ! 

(Mr. MacKenna) : Yes, it arouses heat. I think I ought 
to spare you the reading of any long part of Mr. Lawson’s 
carefully reasoned exposition, but I might perhaps be 
allowed to read the last paragraph at Page 286, where he 
summarises the effect of what has gone before. It is in 
the left-hand column, half-way down the page : “ In my 
view, in the particular circumstances of London Transport, 
historical cost depreciation should continue to be charged 
in times of rising prices for the following reasons: (a) 
The capital consists entirely of Loan Stock ” 

(President) : 'It is a depressing feature of this Inquiry that 
no one so far has contemplated the position if prices were 
to fall. In our more optimistic moments we have assumed, 
from Mr. Lawson’s examples, a period of stability, but 
the possibility that prices may fall does not seem to have 
been considered. 

(Mr. MacKenna): I think Mr. Fay, to do him justice, 
did at one point say that they might fall, but not to the 
extent of getting back to the 1939 level. “ It is wrong ”, 
said Mr. Lawson, “ in principle to consider the effect of 
rising price levels upon the assets without also considering 
the effect upon Loan Capital and other liabilities ; (b) If 
replacement cost depreciation were charged in order to 
provide the money required to maintain the physical 
capacity of the assets, the undertaking would be in a 
better financial position in times of rising prices than it 
would have been if prices had remained stable ; (c) 
Replacement cost depreciation will result in higher charges 
to the public at an earlier date than is necessary under 
historical cost depreciation ; (d) If, by applying historical 
cost depreciation any increase in charges is delayed until 
assets are actually replaced, the amount of such increase 
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may be less than if it had been made earlier to cover 
replacement cost depreciation. The reason for that is that 
higher interest and depreciation charges arising on replace- 
ment would be partially offset by technological improve- 
ments affecting the cost, life and operating efficiency of 
the new asset ; and (e) If new loans are taken to cover 
the increased costs of replacement, the total weight of 
indebtedness in ‘ real ’ terms would be no greater than 
it was when the original assets were purchased ”. You 
will recollect, reading that summary, that Mr. James 
eventually did not dissent from Proposition (b). You may 
remember that we put that point to him in cross-examina- 
tion and he did in the end agree that if you had debts 
which were worth half your assets, you were better off 
than if you had debts which were equal in amount to 
your assets. That is (b), and (d) is the “ sporting chance 
argument, which I will come back to in a moment, as it 
gave Mr. Fay some difficulty at the time and may be 
still be giving him difficulty for all I know. 

(Mr. Fay) : Not at all. 

(Mr. MacKenna) : That is the summary of Mr. Lawson’s 
reasoning. If an undertaking is to be required to provide 
replacement cost depreciation, we say, it should be shown 
that that provision is required to protect some interest 
concerned in the matter. Mr. Lawson points out that in 
the case of an undertaking solely financed by loan capital, 
the interest of the person holding the stock requires no 
more than depreciation on historic cost that will maintain 
the money value of the capital. 

Mr. James agreed with that, Sir, at Day 9, Page 206, 
Question 2841. Really, there is very little that I can find 
which is seriously in dispute touching Mr. Lawson’s 
reasoning on these points. Mr. James agreed with the 
point I have just put, which is central to the argument, 
at Day 9, Question 2841, Page 206 : “ And his interest 
that is the lender of the capital — “ requires no more than 
that the money value of the capital should be maintained, 
because that is all he will get back? — (A) Yes ”. 

That leaves the interest of the travelling public 

(President) : In the particular case of London Transport 
and the British Transport Commission, he has not even 
got that interest, has he, because the Government guarantee 
both principle and interest? 

(Mr. MacKenna): Well Sir, I suppose, looking at it 
this way, the undertaking owes a certain obligation to its 
surety, and in that sense I would not contest that there 
is not a duty to maintain the money value of the under- 
taking so that the surety would be protected. If we leave 
the surety and the creditor out of account, as requiring 
no more than historic cost depreciation to protect their 
interests, and that leaves the travelling public. That 
would appear to be the Commission’s _ approach : What 
is required to protect the travelling public. 

I say that because of what Mr. Fay is reported to have 
said at Page 289 of Day 13, Question 4374. I am read- 
ing this to show that the Commission and Mr. Lawson 
appear to be making the same approach here. Mr. 
Lawson has just referred to the stockholders, and Mr. Fay 
says : “ That is rather what, I think, lies at the difference 
between us, Mr. Lawson. You see, the Commission have 
to approach the matter, or do approach the matter, from 
the point of view that the public are the travellers? 
it is the public who have got to be considered in this 
matter. Mr. Lawson says: “I agree. (Q) You agree 
that is a permissible approach? — (A) Of course. It is my 
approach ”. It is his approach, because he has eliminated 
the creditor as not requiring protection more than historic 
cost depreciation gives, and that leaves the only other 
interest to be considered, which is the interest of the 
travelling public. 

(Mr. Fay) : If you read one question earlier, it is rather 
different. 

(Mr. MacKenna) : Certainly ; I will read Question 4373. 
“ Never mind the poor public — or, perhaps, the poor 
public, in your view, are the stockholders, are they? — In 
that context ”. And then the Commission have 
approached the matter, we are told, from the point of 
view that the public are the travellers. 

The question must now be whether it is better for the 
public in its own interest to pay fares which will provide 
replacement cost depreciation, or whether it is better for 
the public, again in its own interest, to pay fares which 
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provide for historic cost depreciation. Any difference 
between the accumulated reserve and the cost of the new 
asset may be met by borrowing, upon which, of course, 
the interest must be paid, and for which interest the fares 
must provide. 

We, the representatives of the public, have little doubt 
about the answer ; we think that our interests would be 
best served by providing the depreciation at the lower rate. 
There is, in our submission, no obvious reason why the 
Tribunal should insist — or indeed the Transport Com- 
mission for that matter — in giving the public something 
which it does not want 

'( President ) : The public does not want any rise in 
fares at all. 

[Mr. MacKenna) : Naturally, but when the fares are 
justified by the argument that it is in our interest that we 
should provide depreciation at replacement level, the 
Transport Commission may think it knows best ; but we 
think it is wrong, and if you decide to let us have what 
we think is right, we will be at least encouraged by 
the opinion of Mr. Lawson that without any doubt it is 
preferable for the public financially to bear the interest 
charge on the new capital from the date of replacement 
rather than to be compelled, during the years preceding 
the replacement, to provide the money by way of higher 
fares. 

( President ) : It is certainly to the interest of those mem- 
bers of the public who are within reasonable reach of their 
expectation of life figure. 

(Mr. MacKenna) : No doubt, Sir. 

There is an answer of Mr. Lawson’s which I shall be 
reading presently, where he points to the period of time 
which must elapse before the persons who on the Com- 
mission’s case will be providing the money would be 
restored to the same financial position as they would have 
been in if the money had been borrowed ; but I will come 
to that presently. 

There are two possibilities, Mr. Lawson said ; one is 
that inflation would continue and the other is that it 
would cease. If inflation continued, he said the public 
who are required to provide replacement cost depreciation 
will always bear a heavier financial burden than they would 
have -borne if they had been merely required to bear the 
interest charge on -the additional borrowed capital from 
the date of replacement. That was the first case. 

The second case was that inflation would not continue ; 
he said: If inflation did not continue but ceased, it would 
take about 20 years from the date of replacement before 
the financial burden would even out as between the public 
being required to provide replacement cost depreciation 
and the public being required to provide historic cost 
depreciation and interest on the additional capital required 
a-s from -the date of replacement. 

I had some tables prepared to explain this second point, 
Sir, but I forbore to put them in, hoping -that the Tribunal 
would follow the reasoning without the burden of 
additional paper. 

(President): I think you had better put them in, Mr. 
MacKenna, because after we have recovered from the 
spell of your oratory, we might like to have it reflected in 
arithmetic ; that is, if they are ready. 

(Mr. MacKenna) : We have them ready ; they are bulky, 
Sir, but I think they explain themselves. 

(President): Yes. I think it would be a very good thing. 
One -takes some time to -read all this after you gentlemen 
have gone away, and if we have a document which 
expresses the argument in mathematical terms, it would 
help us. 

(Mr. MacKenna) : There are five tables, Sir ; I think the 
five tables do in the end satisfactorily show -that it -takes 
about 20 years from -the date when the replacement occurs 
for the burden to adjust itself as between -the person who 
is required to provide depreciation on replacement cost and 
the person who provides depreciation at historic cost, and 
provides the balance 

(President) : Perhaps you had better look at -them again, 
and if you think we can understand them, they can be put 
in and you must give copies to Mr. Fay. 

(Mr. Fay): Yes, Sir; it wou-ld be of great assistance to 
me if I saw -them, because I have -not understood this at 
all yet. 



(Mr. MacKenna) : Then it is very convenient. I do not 
think we have them here now, but they will surely be pro- 
vided -at a convenient moment. 

So that Mr. Fay can be -turning -the matter -over in his 
mind before the -tables come, the point is that a number 
of years have to pass by before the public who provide 
the capital by way -of replacement reserve a-re put in as 
good a position financially as -they would have been if 
they did no-t provide the capital themselves. If £100 is 
the amount provided by the public by way of replacement 
reserve during -the 10 years before the -asset i-s replaced, at 
5-0 per cent, it will -take, as from the date of replacement, 
20 years before that money finds its way back into the 
pockets of -the public who, on that hypothesis, will have 
provided the £100 by way of replacement, by way of 
additional fares. The tables make it clear, and I say 
no more about it. 

Then -there is, as you remember, the “ sporting chance ” 
a-rgumen-t. As Mr. Fay apparently -still thinks -that he, 
or the Commission, are -being invited to hav-e a flutter, I 
would like to make it clear that that is not the case ; 
their -shirts are perfectly safe. T-o the argument that if 
the new bus costs £2,000 it will be l-ess -onerous for the 
public to bear the interest charge -on the second £1,000 
rather than ;to provide -that £1,000 itself during the life- 
time of the original bus, Mr. Law-son adds -another argu- 
ment; that is that there is a sporting chance that the 
new bus will be a better -and a -longer-lived bus than the 
old, because of technological -improvements, and that those 
improvements may off-set the interest charge -on the second 
£1,000. The cha-nce of that happening is an additional 
reason for not requiring the public to bear the burden of 
replacement cost depreciation. That it is a chance and 
not a certainty, does -not make -the whole operation a 
gamble. That is the position, Sir. 

I think Mr. Lawson makes the point fairly clear at 
Day 13, page 290, in his answer to Question 4440. “ No ”, 
is the answer to the question, and the explanation follows : 

“ I said that the reduction ” — that is to say the reduction 
in depreciation and so on — “ might be sufficient to off-set 
the interest charge ; I never said more than that. If I may 
get this quite clear, my objection to the replacement cost 
of depreciation in the interest of the passengers is that you 
are supporting the charging of higher depreciation, and 
therefore higher overheads, at an -earlier date. You are 
building up a figure that we both agree has to be charged 
when the asset is replaced ; you are saying against me, 
and you are entitled to do so, that when you come to 
replace under my basis, you have to find a certain amount 
more for interest in respect of that. What I am saying 
is that if you delay that, the chance is that that interest 
may be off-set by these technological improvements ; I am 
not saying more than that. If it is off-set, it is quite 
clear for everyone to see that the public are much better 
off ; they have a delay in the increased costs, and no 
higher costs even after the delay ”. 

That is so, because taking the new bus, which would 
cost £2,000 under both systems, the depreciation on that 
bus after it has been provided will be £200 a year for the 
public both on the Transport Commission’s way of doing 
it and on Mr. Lawson’s way of d-oing it ; but on Mr. 
Lawson’s way of doing it — that is to say, if the new bus 
has a life which is identical with the -old and is not capable 
of being -operated at a lower cost because of technological 
improvements — the difference between us is that if the 
bus is exactly the same as the old in point of efficiency, 
a further sum of £50 will have to be provided on my way 
of doing it ; on the other hand, if it is efficient to the 
extent o-f the £50, then the sum which has to be provided 
in future will be £200 and not £250. That is the “ sporting 
chance ” argument, Sir, and I say no more about it. 

It was suggested that Mr. Lawson was inconsistent in 
requiring that the travelling public should provide even 
historic cost depreciation. That is not really so ; he 
explained to you at the outset that the preservation of 
the money value of the capital provided for the under- 
taking was essentially in the interest of the lender. If 
more than that was required, it should be shown that it 
was required in the public interest, and his argument is 
designed to show that the public interest does not require 
that the money should be provided before the date of 
replacement. 

Sir Reginald Wilson, as you know, cited Mr. Lawson’s 
argument when he was addressing the Municipal 
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Treasurers. He reserved the question whether the deprecia- 
tion on historic cost was fair in the interest of passengers 
to come or in the national interest. You heard in evidence 
that the national interest requires that depreciation should 
be provided at the higher level ; Mr. Lawson considered 
the interest of the money market which may have to lend 
the money if the Transport Commission does not find it 
out of increased fares. He pointed out that when the value 
of money is halved, the real indebtedness now expressed 
in terms of depreciated currency is also halved ; so the 
burden on the money market is the same, after it provides 
the £2,000 capital required to finance the purchase of 
the £2,000 bus, as it was when it provided the £1,000 
required for the original bus. 

( President ): When you referred to Sir Reginald, you 
were referring to the paper he read to the Institute of 
something, were you not, Mr. MacKenna? 

(Mr. MacKenna) : Yes, Sir ; to the Institute of Muni- 
cipal Treasurers and other people. 

(President) : Mr. Rippon is going to supply us with that? 

(Mr. MacKenna) : Yes, Sir, containing as it does the 
very favourable contribution of Sir Harold Howitt, sup- 
porting Mr, Lawson’s view as to historic depreciation. I 
hope you and your colleagues will not be bowled over 
by Sir Edward Herbert’s approach ; no doubt you will 
remember what Mr. Lawson said about the significance 
of the fact that the question of the loan stock in the 
electricity industry had, as he said, been overlooked by 
members of Sir Edward’s Committee ; if it were in fact 
overlooked, it would not be the first time that a lawyer 
has thought he had understood a matter of which his 
understanding was in fact imperfect. 

(President) : But that assumes that this particular lawyer 
was left alone to write the whole report, and that the 
others did not bother. 

(Mr. MacKenna) : Yes, Sir — and it would not be the 
first time an accountant has overlooked something. Mr. 
Lawson did say that in his own mind he was perfectly 
satisfied that the accountant member, like the other 
members of the Committee, had overlooked the point. 

Fortified, as we are, by the fact that Sir Harold Howitt 
feels that this is the way to deal with the problem, is it 
not reasonable to suppose that this point was in fact over- 
looked by Sir Edward’s Committee, otherwise they would 
have mentioned it and refuted it ; it cannot be treated as 
an argument which does not require serious consideration, 
if you find it supported by erpinent accountants like Sir 
Harold Howitt and Mr. Lawson, and supported by very 
strong reasons. 

(President) : Do you think we might have a Gallup 
Poll of a body of accountants? 

(Mr. MacKenna) : I would deplore that, Sir. I would 
prefer that you and your colleagues should apply your 
reasoning powers to the arguments presented by both 
sides;- if you think the arguments on my side are sound, 
I ask you not to be overawed by the great names of 
Sir Herbert and the others mentioned by Mr. Fay, and 
give the palm to those who have earned it. If, on the 
other hand, you think we are wrong, then let the other 
argument prevail. 

(President) : I do not expect we shall be overawed by 
anybody, Mr. MacKenna. 

(Mr. MacKenna) : If you please, Sir. 

I have said all I want to say about the replacement 
reserve ; may I just see now how the matter stands, upon 
Mr. Lawson’s views, on the three questions. 

It will follow, if you accept his views, that the Trans- 
port Commission can properly seek leave to raise their 
London fares to some extent in order to provide additional 
revenue. There will be a deficit, on Mr. Lawson’s treat- 
ment of the maintenance equalisation fund, of £l-2m. 
You will remember that Exhibit WHL 4, based as it is 
upon this specific approach 

(President) : There will : be a deficit when and in what? 

(Mr. MacKenna) : In the year we are considering, the 
future year — 1959 or whatever it is ; it is the year for 
which the extra money is required. 

(President) : I am not following this. 

(Mr. MacKenna) : I am sorry, Sir ; I must try and 
make this clear. 
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Exhibit WHL 4 contains Mr. Lawson’s budget for 1959. 
You will remember that if you took the original figures 
on that table, they show, making Mr. Lawson’s pro- 
vision for contribution to Central Charges, that the deficit 
is £0'5m. for 1959. At that point Mr. James says : “ Well, 
if you are consistent, you ought to provide a further 
£700,000 for 1959, because there is going to be some extra 
maintenance work to be done in that year for which 1 
was going to provide out of maintenance equalisation 
account ; but you, if you are consistent, will treat it on 
a cash basis, and that will bring your deficit up from 
£0-5m. to £T2m.” But at the moment, taking it that I 
must provide in that way for the additional maintenance 
of £700,000, there is a deficit of £T2m. ; to that I add 
£T0m. to be provided for general reserve, and it follows 
that the sum required is £2- 2m., if you take it that that 
£700,000 should be provided out of revenue and not pro- 
vided out of the maintenance equalisation account. 

If, on the other hand, you should think that the 
£700,000 would properly be provided out of the main- 
tenance equalisation account, which is the Commission’s 
view, the sum which is to be provided is not £2-2m., 
but £T5m. 

I add this : Of course, this has been the assumption 
that in computing the contribution to Central Charges you 
make Mr. Lawson’s specific approach ; but I say as well 
that there is no consistency between making the specific 
approach in this matter and charging the £700,000 to 
maintenance equalisation reserve, as you are asked to do 
by the Transport Commission. 

(President) : In .point of fact, Mr. Lawson’s specific 
approach on the Central Charges figure arrives at a 
figure for 1957, which is higher than that of Mr. James. 

(Mr. MacKenna) : I had forgotten that. Sir, but I think 
it would be a slightly lower figure for 1959. I think that 
must be so, because Mr. Lawson’s figure, after taking 
credit for certain matters, is £5-5m. against Mr. James’s 
figure of £6'0m. 

(President) : Yes ; I am saying that the share of what 
we have been talking about as Central Charges, Mr. 
Lawson’s figure for 1957, is higher than Mr. James’s 
figure. 

(Mr. MacKenna) : Yes, Sir ; that may well be right. 

(President) : It is £6-lm. 

(Mr. MacKenna) : Yes, Sir, but the point 1 am on, and 
I think I have made it sufficiently clear, is that when 
you come to WHL 4 you have a choice of two alternatives, 
either to accept the Commission’s way of handling that 
£700,000 or to accept the way Mr. Lawson is content to 
do it if he is to be consistent in his treatment of main- 
tenance as between WHL 1 and WHL 4. If you think 
the Commission are more sensible in their handling of 
that matter, then you will not give Mr. Lawson the credit 
he asks for in WHL 1, Items 5 and 6, but equally you 
will not debit his revenue in 1959 with that £700,000. 

(Mr. Fay) : And you re-word line 12. 

(Mr. MacKenna) : Yes ; of course Mr. Fay is quite 
right. If I am wrong about Items 5 and 6, that will have 
an effect upon the surplus funds, which will be a relatively 
small amount, because it only brings in interest as distinct 
from capital. 

(President) : I think at one stage Mr. Lawson thought 
that for 1960 at all events one should regard the surplus 
funds as having gone, except for the reserve coming in. 

(Mr. MacKenna) : Yes Sir. 

(Mr. Fay) : This is on his approach ; they have more 
than gone on the approach my learned friend is now 
suggesting, that of going back to the maintenance 
equalisation fund. 

(Mr. MacKenna) : I am not sure that Mr. Fay is right. 
He may well be right on the figures ; if I do not get the 
credits I seek in Items 5 and 6, it may be that the surplus 
funds have already gone after you have provided for the 
losses during the strike. 

(President) : Yes, by 1960. 

(Mr. MacKenna) : Yes ; it was needed by the present 
year, it may be. 

(President) : Am I interrupting you, Mr. MacKenna, 
if I ask you something else? 
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{Mr. MacKenna) : Not at all, Sir. 

( President ) : The curious thing is that except in so far 
as we have found it material to consider what the accumu- 
lated deficit was at the end of 1957 or 1958 — except in 
so far as we found that question material — the only one 
of Mr. Lawson’s tables with which we need concern our- 
selves is WHL 4? 

{Mr. MacKenna) : Yes, Sir ; I think it is right that 
WHL 4 is really the important table, except for the pur- 
pose of calculating the amount of the deficiency, and the 
amount of the deficiency is only relevant in two respects, 
(1) in respect of interest on surplus funds, and (2) in 
connection, of course, with the reserve of Mr. Fay’s 
approach as distinct from Mr. James’s approach. 

The Middlesex County Council and the other Council 
for whom I appear have presented a financial case which 
does not require consideration of the special needs of 
any of the different classes of the London public who 
will be required to pay higher fares. The County Councils 
for whom I appear are content to leave it to the Tribunal 
to do justice as between one class of traveller and another 
in the London area after giving full effect, of course, to 
representations which may be made by the other Objec- 
tors. We do not ourselves present a case upon any of 
those points ; we limit ourselves to the argument that the 
extra revenue required is not as great as the Commission 
contend. 

(. President ) : Does that mean that if we come to the 
conclusion that there should be what we call a cut in the 
Commission’s estimate and therefore a change in the fare 
alterations, the Counties would not wish to be consulted 
as to what the change should be? 

{Mr. MacKenna ) : I think the position is that if you 
were to decide that there should be such a cut and that 
there should be an opportunity to all the Objectors to 
discuss the effect of that, then we would certainly wish 
to have a chance of considering whether we shall be 
heard. Upon the assumption that the matter is to be 
dealt with here and now, we have not presented any 
case about that 

{President)'. In other words, you do not want to talk 
about that aspect of the matter? 

{Mr. MacKenna) : Indeed I do not, Sir ; I have not an 
inkling about what the Councils’ wish would be in the 
matter and they must, through me, leave it to you to say 
what the fair thing to do would be, unless there is a 
further consideration of the matter, when in those circum- 
stances we would like the chance to come in on that. 

Our case being an austere financial case, it does not lend 
itself to any warmth of expression 

{President)-. Except on the question of replacement, 
Mr. MacKenna. 

{Mr. MacKenna) : Yes, Sir ; nevertheless, I would not 
wish to conclude without expressing my clients’ sincere 
thanks to the Transport Commission’s staff, who gave 
their most generous help in ascertaining figures, and, if I 
may say so, without expressing my personal gratitude, to 
Mr. James for his patience in the witness-box. 

{President) : Thank you, Mr. MacKenna ; we are very 
grateful to you for your charity. 

I want to ask you now one or two questions on 
matters of principle, and I would like to deal first with the 
question of the surplus lands. Would you make quite 
clear to me what is the chain of reasoning by which 
the London Transport should treat as a receipt the 
income from surplus lands? 

Let me make this quite clear ; the facts are these, are 
they not? They are quite simple ; that the London 
Passenger Transport Board held some lands ; whether in 
their hands they were surplus in the sense in which we 
are using the word here, we do not know, but the lands 
held by the London Passenger Transport Board were 
among the assets which were vested in the Commission. 
Those lands now become surplus which are no longer 
used for any purpose connected with London Transport. 
Are there any other facts to be added? 

{Mr. MacKenna) : No, Sir ; I think you have stated 
the matter as I see it, and I think the only argument 1 
have presented to you in favour of bringing the revenue 
from the London surplus lands is this : The object being 
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to apportion the interest charges as fairly as may be — 
the interest charges being nearly almost the whole of 
that which has got to be provided by way of Central 
Charges ; the object being to apportion that interest fairly, 
really the only practicable way is to try and ascertain 
how much stock was issued by the Transport Commission 
in respect of assets used by London Transport now and 
by the railways and so on, but, of course, we are only 
concerned with London Transport. 

Then, one meets the difficulty: Can one as a practical 
matter extract from -the total amount of Transport Com- 
mission stock which was issued in order to acquire the 
London Passenger Transport Board assets, that which was 
issued for surplus lands? The answer is that one cannot. 

So it is not practicable to break up that figure of 
£128m. into two parts. If it is not practicable to do that, 
then one must debit London Transport with the whole 
of the interest on that stock and credit it with the receipts 
from all the assets which the Transport Commission stock 
acquired. It really is an argument that it is the only 
possible way to do it, if you start as we do from the 
premise that you are trying to find a fair way to deal with 
the interest charges of the Commission and that the 
obviously fair way is to debit each part of the undertaking 
with the stock which was issued in respect of the assets 
used by that part of the undertaking. 

{President) : Then the first question is whether one 
should segregate, as being the London Transport share, 
that part of the stock and other obligations which were 
issued to the former stockholders of the London Passenger 
Transport Board, is it not ; that is the first premise? 

{Mr. MacKenna) : Yes, Sir. 

{President) : Given that premise you say that it is 
impossible for that system to be adopted, to divide surplus 
lands, as I say, from the other assets, and since it is 
impossible, we must charge the present — what you call 
London — with the whole of the interest on its segregated 
part of the Transport stock, and (therefore you must have 
the income from it? 

{Mr. MacKenna) : Yes, Sir, that is the chain of reason- 
ing. If I am wrong, there is the alternative that you have 
raised of trying to split the £100m. ; please try and make 
some calculation about the value of the lands and reduce 
my interest. 

{President) : At the moment we only know their book 
value? 

(Mr. MacKenna) Exactly, Sir. 

{President) : That is one of the matters which make all 
the difference to WHL 1. The second is on lines 5 and 6, 
amounting together to £5Tm. The third is the tax. 

Would you look at your note to WHL 1 if you have 
it before you ; it is on page 11, beginning “ On the basis ”. 
Is not Mr. Lawson there saying that if he only had 
information as to the particular years in which the 
dividends were received, he would have followed that 
method of sharing the bonus 

(Mr. MacKenna) : He certainly says that no informa- 
tion is available as to the particular years, and I would 
read that to mean that if it had been available he would 
have used it. 

{President)-. It might make a great difference if you 
took the assessments year by year. 

(Mr. MacKenna) : Yes, Sir. I entirely agree. 

( President ): And in fact in the discussions with the 
Inland Revenue it must have been done, from the point 
of view of the Inland Revenue, year by year. They 
do not tax you or me on ten years. 

(Mr. MacKenna) : Yes, Sir. I will take instructions 
on the point, but my answer is that you are probably 
right. 

{President) : That may be so ; if that is the case, we 
can seek further information on this before making up 
our minds. Assuming we are in your favour on principle 
we do, and we shall, take into account when considering 
this matter the evidence of the tax position which was 
given at the last Inquiry, which we shall read again. 

(Mr. MacKenna) : Yes, Sir ; I think Mr. Osborne was 
asked questions about that. May I say that I have given 
the right answer on the tax point ; I am told that I am 
right. 
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(, President ) Then I have the satisfaction of being able 
to say that I was right, too. 

(Mr. MacKenna ): Yes, indeeed, Sir. I have been 

handed some papers which I think may be answers to the 
points you put to me at the very beginning. 

(. President ) : That is with regard to the Electric Finance 
Company Limited? 

(Mr. MacKenna ) : Yes, Sir. ‘The material rate of interest 
on the stock issued by the Corporation was 21- per cent. 
The stock was issued on a discount involving an effective 
rate of 2-615 per cent. The Board issued cash plus a 
share of discount — I am referring to an account of 1939 
— and paid 2\ per cent, on the nominal loan they received, 
equivalent to 2-615 per cent, on the cash they received. 
I do not know whether that is clear, Sir? 

( President ) : The words are clear, Mr. MacKenna. 

(Mr. MacKenna) : Yes, Sir ; I have not followed it 
myself. I think, if I may say so, it would be better if 
I were to see that 1 understand this before I read it and 
come back to it later. 

(. President ) : This must be agreed information with the 
Commission? 

(Mr. MacKenna) : It is agreed. 

( President ) : I have told you what my difficulty was ; 
both Sir Reginald in 1953 and I think Sir Malcolm Eve 
when opening the case in 1951, did invite us to make our 
calculation — the loan was then still running — on the 
footing that the interest was 2-6 per cent. 

(Mr. MacKenna ): Yes, Sir ; I will try to get somebody 
to deal with that. 

( President ) : And you can mention it, or send it to us. 

(Mr. Fay): You did refer to the discussion last time 
about income tax. Sir. I am sure I am saying something 
which is quite unnecessary, but I had not appreciated it 
for some time — no doubt you did — that that was quite 
a different sum of £12m. 

{President) : Yes ; it is one of those things that always 
muddle you when you get two similar sums. 

(Mr. Fay) : Whether Mr. Osborne’s evidence helps on 
this point, I do not know. 

{President) : I had not in fact read Mr. Osborne’s 
evidence at that Inquiry. 

(Mr. Fay) : I thought it was possibly of very little help. 

{President) : Then I shall be able to read it very quickly. 

{Sir Milner Holland) : May I now present the argument, 
which I think may be comparatively short, on behalf of 
the London County Council, the Hampstead Borough 
Council and the Islington Borough Council? Perhaps the 
most convenient course, subject to your direction, would 
be this : I might indicate to you the four major issues on 
which we desire to challenge the Transport Commission 
and give in sum total what the result of those submissions 
is, should they be accepted ; then it might help, I think, 
if the London County Council indicated in a broad way 
their preferences as regards what might be done should 
you not grant the Application in full ; and then I would 
address you in detail on each of these four main issues. 

As we understand it — and I think, perhaps, everyone 
in this room does — the easy way to consider how the 
Commission’s case is to be approached and tested is from 
Exhibit PI 11, which is on page 29 of Day One, remember- 
ing that that table shows a deficit of £lm., and 
remembering that on top of that the claim is for another 
£5m., £3m. for Replacement Reserve and £2m. for General 
Reserve, a total requirement, therefore, of £6m., and the 
discounted net yield on the table is £5-9m. That is, in 
substance, the case, and the assumption is — and I do not 
think there is, perhaps, much to quarrel about with it 
• — -that if the figures are broadly right for London Trans- 
port, then London Lines will follow. 

The points on which we desire to challenge the Trans- 
port Commission are four. The first one is this : We ask 
you not to accept the budget for 1959 receipts which, in 
PI 11 and elsewhere, stand at £78-3m., a fall of £3-8m. 
from the 1958 budget, of which the largest single element 
is £3 -6m. for trend and the permanent after-effects of the 
Strike. I shall be addressing argument to you to suggest 
that the £78-3m. is over-pessimistic by at least £0'6m. 
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{President): Can you not make it £0-7m.? 

{Sir Milner Holland): It is a matter of estimation. I 
could increase it quite easily, but the only question is that 
I wish to put my argument in a way which is most likely 
to carry conviction. I have another figure of £0-6m. which, 
as it happens, cancels that out, and that is the second point, 
which is this: We desire to submit that the right figure 
to take for Central Charges’ contribution for 1959 — and I 
am not going to forget subsequent years — is £5-4m. against 
£6m. .taken in PJ 11, which is another figure of £0-6m. 

The third point which we desire to challenge— and I 
shall not -say very much about it because it has been 
so fully argued both with evidence and advocacy by 
the Middlesex County Council — is the £3m. Replacement 
Reserve. We desire to support, with very few words, the 
point of principle that that should not be provided for. 
Under that heading, if you feel unable simply to strike 
that figure out, I think it may be helpful to you — I hope 
it w in — if we are prepared to put forward before you some 
considerations -based on Mr. lames’s evidence as to the 
capital programme until 1963 and the figures which, he 
gave, which might justify some increase, viewing the time 
from now until 1963 as a readily f-orecastable period. But, 
in principle, we support entirely the Middlesex County 
Council’s approach, and we shall ask you to say “ No ” 
to the Replacement Reserve. lust as a matter of figures, 
if you felt unable to strike it out and thought that a better 
alternative would be to make some estimate for the five- 
year period covered by Mr. James’s capital programme, 
I will not argue it, but the figure for addition to interest 
and depreciation might work out, we think, at £L2m. in 
each of those five years. 

The fourth point is a point which can be dealt with quite 
shortly, namely, the £2m. General Reserve, with regard 
to -which we take an identical position with that of -the 
Middlesex County Council. We concede that there should 
be a working margin, but we submit that £lm., -which is 
about 1| per cent, on gross receipts, is adequate. 

Should those arguments all succeed, the result is, as it 
happens, mathematically very much the same as Mr. 
MacKenna’s approach on slightly different lines ; at any 
rate, his two alternatives bracket the result, because if you 
accepted our view that the budget was too pessimistic 
by £0-6m. and that the 1959 Central Charges were put 
too high at another £0-6m., that would reduce the figure 
by £l-2m. If you thought that the alternative to dis- 
regarding Replacement Reserve was to strike a reasoned 
estimated budget for the five-year capital programme, 
that £T2m. would, so to speak, come back by way of 
addition and there would be £lm. to find for General 
Reserve. The result -of that, in effect, is that the case, 
if you include provision for the five-year capital pro- 
gramme, might be regarded as established for an additional 
£2m. in all. If that is right, it seems to us clear that 
one would have to have a recast of the Application, because 
the difference between £2m. and £4-9m. is so great that 
there would have to be some re-thinking on the way in 
which to apply -the fare increases to such a total. On -the 
other hand I hope we shall have an opportunity of dis- 
cussing that matter because, of course, we hope that you 
will regard the £4-9m. as a wholly excessive amount, but 
as on one view this might be our -last opportunity of 
saying -something about the fare scales, may I at this stage, 
if it is convenient, give you the LCC’s view on preferences? 

{President) : It shall -not be your last opportunity if we 
say that any really substantial change is needed. We would 
never dream of doing that, and, in point of fact, we are not 
competent to revise them. 

(Sir Milner Holland) : I follow it would be a very difficult 
exercise, because the discounts would be quite different 
if the increases were -much smaller. I will not bother if 
you think it would be a waste of time, but I thought you 
might be glad to have -the London County Council’s views 
as to the fare-structure point. 

{President) : Yes. 

(Sir Milner Holland): First in priority is our strongly 
held view that in principle it is wrong to abolish -the early 
morning fare concession. We say that the removal of the 
early morning fare concession, coupled with the proposed 
increase in fares, imposes a double blow upon those who 
are at present enjoying early morning concessions ; the 
concession is removed and the ordinary fare is increased. 
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We are faced with the elusive practice — and I do not mean 
it offensively — of the Transport Commission who keep 
saying : “ We should not do it all at once ”, and, of course, 
one must accept their word that they would not do it all 
at once ; but, on the other hand, we have Mr. Harbour 
saying : “ Let there be no doubt about it, all the increases 
are going to be applied.” 

■ (Mr. Fay): Eventually. 

( Sir Milner Holland) : So there can be no doubt that 
the travelling public, within, presumably, some compara- 
tively short period — whatever “ eventually ” may mean — is 
going to lose the early morning concession and is going 
to have to pay an increased fare. 

Our second point upon it — only dealing with it briefly 
— is this, that the early morning fare concession, one 
would have thought, must, as a mater of logic, help to 
iron out the peaks which trouble the Commission so 
much. 

(President) : Possibly in the morning. 

(Sir Milner Holland) : In the morning, yes. 

Thirdly, we say that that form of concession has for a 
very long time been part of the fare structure and there 
really is no ground in principle why it should now be 
abolished. The figure involved if the early morning fare 
concession was retained and the 9d. fare was also 
retained — and you know, of course, that it is a 9d. fare 
on the outward journey and the normal fare on the home- 
ward journey — was something of the order of half a 
million pounds. When I say “ half a million pounds ” I mean 
this : Mr. Harbour has estimated £780,000, if you look 
at BH 15 on page 26 of Day One, but he is assuming for 
that estimate that not only would the 9d. fare be abolished, 
but the homeward journey would be at the increased fare. 
What we have to do — and it is only a guess, of course — is to 
imagine the situation where the increased ordinary fare 
was granted, but the 9d. early morning fare was retained, 
and we would have thought that would be something of 
the order of half a million pounds. The retention of that 
early morning concession would of course, retain more 
travellers, fewer travellers would be lost by leaving the 
system altogether, and so, of course, your discount rates 
would have to be lower. A possibility might be — and 
this, of course, would be canvassed if you come to this 
point — that the 9d. fare might be increased to 10d., which 
increase would reduce the loss. However that may be, 
we do not want to argue that further at this stage ; we 
put as No. 1 in our preference the retention of the early 
morning fare concession. 

No. 2 in our preferences — and it is a very small point, 
but it is of a similar character — is that we do ask you 
not to permit a double fare on all-night buses. The yield 
on this is a negligible yield. You will remember, if you 
look at Day Five, page 111 and page 113, that there are 
two elements in it. Page 111 is BH 15, Appendix C, 
and you will there find a yield of £41 ,000 net “ Additional 
Yield by charging Double Fares on all Night Services ” 
that is the additional yield on the ordinary weekly ticket 
traffic. Then if you turn over to Appendix G you will 
find another £9,000 for the notional addition in respect of 
the early morning travel which, it is assumed in this 
table, might become charged at double all night fares. 
But when Mr. Harbour was questioned about that he 
made it clear, as one would rather expect, that they would 
do their very best not to produce the situtation in which a 
passenger who was previously enjoying early morning 
travel concessions would find himself having to pay 
double fares on an all-night bus. If you want the refer- 
ence to that, you will find it at Day Seven, page 169, 
Question 2205. 

(President) : Is that the answer in which he said it would 
obviously be impossible to have two buses where, if a 
man got on the wrong bus, he would pay a double fare? 

(Sir Milner Holland ): Yes. He said: “It would be 
grossly unfair to contemplate a siutation in which one 
bus leaves Becontree at 6 a.m. which has been an all- 
night bus and, consequently, would have a fare of double 
the rate. I think that is impracticable and we have con- 
templated making adjustments to avoid that.” 

In the light of that answer I would assume that the 
£9,000 in Appendix G would most likely not arise, 
because, you see, Appendix G is the increase in early 



morning travel receipts due to the additional yield from 
charging double ordinary fares on all-night services. So 
when I say (the amount involved is trivial I am putting it 
as low as suggesting that it is probably only about 
£41,000, which is the figure in Appendix C of BH 15. 

(Mr. Fay) : Surely Mr. Harbour Was only dealing with 
the overlap of the all-night bus with the ordinary day 
service bus, not with the availability of the early morn- 
ing ticket from 3 o’clock in the morning? 



(Sir Milner Holland): I do not really want to be 
diverted into a detailed argument. I thought Appendix 
G was contemplating, as it is a table headed “ Early 
Morning Travel ”, that there would be some increase in 
revenue on early morning travel by reason of the 
additional yield from charging double ordinary fares on 
all-night services. But it matters very little ; all I am 
mentioning, because I thought it might be right, is that 
the amount involved, as a sum of money, in charging 
double fares on all-night buses is, in any event, a very 
small one. Mr. Harbour does not put it higher than 
£50,000, that is the £41,000 plus the £9,000, and I still 
think — though I may be wrong — that, in the light of 
Mr. Harbour’s answer, the £9,000 is probably not a very 
likely figure, which would make it as low at £41,000. 
But that is not a point on which it is worth delaying. 

So far the two priorities are to retain the early morning 
fare concession and to deny the double fare on the all- 
night buses, on which 75 per cent, of the travellers are 
people who are travelling for work and not all-night 
revellers. Those points, I suppose, might be said not to 
greatly disturb the figures which are put forward, but any 
other changes would obviously involve very substantial 
reductions in the amount to be raised, and obviously we 
would then have to ask you to make an interim decision 
on amount and give us an opportunity of discussing the 
revision ; but rather than deal with this in any other 
way, I would like for a few moments just to say a few 
words about the other fare changes, because I think they 
are of great importance and I am not sure how far the 
public is aware of what is involved. 

First of all, season tickets. We take this point about 
season tickets, that the increase in season ticket rates is 
disproportionately large. If I may suggest one or two 
comparisons you might care to make, you will find them 
again on Table BH 15 at page 26. If you make a com- 
parison in the London Transport yield you will see the 
London Transport Executive’s ordinary fares total receipts, 
£71 -2m. at existing charges; discounted additional yield 
£4-45m. in column 6, and perhaps you .will accept it 
from me that that is an increase of 6b per cent. If you 
go down to the season ticket column you will find the 
existing yield of season tickets for London Transport is 
£4-349m., and the net increase is £0-6m., an increase of 
]3 a per cent. In other words, I am merely taking the 
figures for London Transport to show that the propor- 
tionate increase in seasons is very much higher than it 
is for ordinary fares. Of course, I am aware that Sir 
Reginald Wilson has now expressed the view that he is 
not very keen on a season ticket traveller and that the 
season ticket traveller ought to pay more than he does 
proportionately, and, no doubt, that is the reason why 
that increase is thrown up by a comparison of the two 
figures at which we have been looking, where the estimated 
gross increase on season tickets is 20 per cent. I say that 
for this reason, that if you look at Day Five, page 113, 
you will see on Appendix H that the gross yield of 
London Lines is £2'8m. on £12-9m., and for London 
Transport it is £T837m. on £4T83m. ; those are, m fact, 
gross increases in the rate of 20 per cent., and the 20 
per cent, increase on the scale, in point of fact, comes 
at ten miles. If the opportunity presents itself we shall 
desire to submit that that is far too large a comparative 
figure of increase. We have roughly calculated what the 
yield would be if it were scaled down to 10 per cent. : 
Of course the gross yield would be higher, but the discount 
would, no doubt, be less severe, because, presumably, your 
passengers would not be so much discouraged. 



There is this also to be said about the season ticket 
hanges. If you will look at page 112 of Day Five, you 
/ill remember the point which I put to Mr. Harbour 
vhich of course, he accepted and which is illustrated, 
erhaps, best by Appendix F), that for a five-day traveller 
ese figures are not comparable. If you look at the 
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figures starred in column 4 you will see the significance 
is this, that when Mr. Harbour is considering what fares 
the early morning traveller who has lost his concession 
will pay, if he is only a five-day traveller he will not 
bother about a season, he will pay the full ordinary fare 
up to 11 miles. That seems to us quite wrong, that there 
should be no advantage in a season for a five-day traveller 
up to 11 miles, it is too high and disproportionate ; and 
we strongly oppose such a severe increase in the season 
rates. We say — and it follows, of course, from what 
we have already said — that the slope has now been 
made much too steep, and we call attention — though I 
think I need not refer to more than the transcript of these 
proceedings — to what was said by Mr. Valentine in 1950. 
You perhaps, remember this, although it is rather a long 
time ago. 

(. President ) : It is set out in the present transcript, is it 
not? 

( Sir Milner Holland) : Yes, I read it out to jSir Reginald 
Wilson on the Fifth Day at page 91, and it is virtually 
all set out in Q. 887. If you want it all, it begins a little 
earlier at Q. 881, because the early part is referring to the 
economy of booking clerks, booking office space and 
equipment due to the elimination of the repeated daily 
bookings at peak hours. Then there is a long quotation 
which I will not now read, but which you will find set 
out in Q. 887. What Mr. Valentine said in 1950 is entirely 
valid today from its very nature. It is a theory or 
philosophy on the advantage of having your regular 
traveller. If for no other reason, the man who has paid 
for a season ticket is more likely not to desert the railway 
for other methods of travel, though, of course, he can 
give up his season ticket in the end ; but he is a man 
who is likely to be more constant, and that is one of 
Mr. Valentine’s points. 

Another point which I think Mr. Harbour accepted, 
but which I submit again as a sound argument, is that 
if you lose the season ticket traveller you lose also, very 
likely, his further use of London Transport services when 
he reaches his terminal station. You will not have for- 
gotten, as we see from BH 16, that the Commission are 
assuming a per cent, loss of traffic on London Lines, 
and a 5 per cent, loss of traffic on London Transport 
Executive lines flowing from the increase in season ticket 
rates, and that does, of course, mean that one passenger 
in 20 of London Transport and one passenger in 14 of 
London Lines will desert the railway. 

We recognise that, in order to be able to ask you to 
make any change in the season ticket scales, we should 
satisfy you that the figure to be raised is substantially 
less than is asked, and that is our next point of principle 
with regard to the method of raising the additional money. 
We have two other points, both of which would involve 
substantial sums of money, and neither of which I think 
you will want to hear argued at this stage, but it is only 
right that the view of the London County Council should 
be made known. They would like to see single stage 
charges so that there is more likelihood that the passengers 
who are being asked to pay additional fares will get full 
value for their fare and will not have to pay to a point 
substantially beyond that to which they wish to travel. 

( President ) : That is, of course, by road? 

(Sir Milner Holland) : Yes. The other point on which 
there is a certain amount involved is that we are opposed 
to the proposal to round off children’s fares to the nearest 
penny ; but neither of those points, I imagine, do you wish 
to hear argued at length now, those would be points to 
be taken on the question of the exact fare scale. 

(President) : You mean 'by that the change in the fraction 
in the case of children’s fares? 

(Sir Milner Holland) : Yes. 

That really brings me, after dealing with the question 
of principle, to the four major points on which we 
criticise the amount to be raised, or sought to be raised, by 
this Application. 

The first one is, admittedly, a difficult one, but it is one 
on which we rely considerably, and it is, that the budget 
for 1959 has been discounted too heavily. May I remind 
you of certain aspects of the evidence and some mathe- 
matical bases? Perhaps we had better look at the two 
revised BH 17 and BH 17A in Day Five on page 120, 
but for the moment I only want to deal with the totals. 



The basic figures — because we shall have to speak in the 
end here in percentages — are these: The 1958 estimate 
of fall for trend was £0'7m., that is the estimated fall from 
1957 to 1958 and that is just under 1 per cent., 0-95 per 
cent., of the 1957 figure. In other words, the expert 
opinion then was that trend between 1957 and 1958 was 
to fall by 0'95 per cent. The fall which is submitted 
to you now for trend and Strike combined is £3 -6m. — 
that is the difference between £82Tm. and £78-3m. — and 
that is 4| per cent, of £82- 1m. So that when you are 
contrasting the two years 1957-58 and 1958-59, the first 
is a 0-95 per cent, forecast fall, and the second is \\ per 
cent., or nearly five times as much. Of course, I know 
since then there has been the Strike. So that we may 
be certain we are right, you will find the £3-6m. in PI 12 
on Day One, page 29. It has nothing to do with the 
mileage changes, it is purely the declining trend and the 
Strike ; you will find it at Item 16 in PI 12. The effect 
of the mileage changes at Item 15 is £0-6m., and with 
that we are not quarrelling. You will remember that 
Mr. Harbour, when asked to separate the 4\ per cent, 
forecast loss of traffic for Strike and trend, divided it 
up in this way: He said 2\ or 3 per cent, was for the 
Strike and 2 per cent, or H per cent, was for the trend 
It is very difficult to deal with two alternatives, and 
as it is a matter of estimation, I should have thought it 
was not unfair to Mr. Harbour to strike a medium between 
his two outer figures and say that that really means that 
the best he can do is to say 2J per cent, for the Strike and 
If per cent, for the trend. I have, not as a matter of fact, 
the reference to that, but I am sure it is clearly in your 
minds that Mr. Harbour divided up his 4f per cent, as 
to 2f per cent, or 3 per cent, for the Strike and 2 per cent, 
or H per cent, for trend ; but for the sake of arguing it 
without always expressing the alternatives, I am taking the 
mean of those figures in each case and I am attributing to 
Mr. Harbour 2f per cent, for the Strike and If per cent, 
for trend. 

Having separated it out in that way, we can see that 
he is, in fact, saying, instead of 0-95 per cent, for trend 
between 1957 and 1958, he wants to persuade you to 
accept If per cent, for trend between 1958 and 1959. 
That is for trend apart from the Strike, and it is very 
nearly doubling it, going from 0-95 per cent, to If per 
cent, for the general downward trend. Mr. Hill thought 
it was, to say the least, doubtful whether the trend was 
increasing in speed, whether the factors which Mr. 
Harbour attributed as the cause for an increase in down- 
ward trend had not partly spent themselves or were not 
really overstated. He produced, if you remember, tables 
with which Mr. Harbour had. no quarrel showing that 
over the past few years the trend had been £0'6m. or 
£0-7m., which is of the order of trend from 1957 to 
1958. So that it is steady. The table in question which 
•showed that is SWH 1, which is in Day Eight at page 
198. SWH 2 seeks to carry the matter a little further by 
carrying it to 1958, but not to include the after effects of 
the Bus Strike, so, of course, he takes the 1958 budget. 
He shows the average annual decline in both those tables 
as £0-6m. per annum, and the decline from. 1957 to 1958 
as £0-7m. 

If you have Day Eight open, Sir, and if you look 
at page 176, at Question 2339 you will' see I was put- 
ting to Mr. Harbour the purpose of the table was 
to show that over the years 1954, 1955, 1956 and 
1957 the average annual decline had been about 
£0-6m. a year, and Mr. Harbour said : “ Yes. I 

question one or two of the figures, but I agree that that 
is the purpose of the table, and it is about right.” Then 
I said I thought he would agree, and I went on: “I do 
not know whether it is necessary to examine these tables 
in immense detail, because I recall that either you or Mr. 
lames— I think it was you — said in evidence that the 
decline in 1957-58, based on the budget for 1958, was 
£0-7m.-?— (A) I did. (Q) And that is thrown up in these 
tables. So you would agree, would you not, that over 
the past four years the average annual decline has been 
something of the order of £0-6m., and that the decline 
from 1957 to 1958, on your budget for 1958, was 
£0-7m.? — (A) I agree. For the purposes of accuracy, 
there are some of these figures which should be adjusted 
in the light of my expectations and in the light of the 
evidence which has been given. (Q) I am very anxious 
not to take up unnecessary time; if you agree with me 
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generally about the tables, we will not deal with them. 
The method of arriving at these figures does not matter 
very much ; would you agree that broadly speaking they 
present a correct picture of the position? — (A) Broadly 
speaking yes. ( Q ) And we can start, therefore, with the 

picture in our minds that your view, when budgeting 
for 1958, was that the general decline — of course you did 
not know anything about the Strike then — was on the basis 
of about £0-7m. for that year? — (A) Yes. 

So that if Mr. Harbour’s evidence is to be accepted, we 
have to swallow, if I may use the word without offence, 
the suggestion that in times when the popularity of the 
motor-car and television has been growing over the past 
four years the decline on trend alone had been about 
£0-6m. or £0-7m., but something fearful has happened 
since 1958 and during 1959 which has virtually doubled 
that trend ; not just gone up a little, but that hire pur- 
chase on motor-cars, and so forth, has suddenly doubled. 
It is, of course, true to say that hire-purchase restrictions 
have been relaxed and it ds easier to buy capital goods 
of that kind to-day than it was in the previous year, and 
you may think that something should be allowed for that ; 
but to suggest that twice as many people are going to 
leave the railway in 1959 on that ground alone — because 
that is the only ground suggested — than left before seems 
to us, perhaps, “ fantastic ” is too high a word, but wholly 
exaggerated. We would tend to suggest to you, if we 
may, that in the light of all the evidence — which I do not 
propose to review — you may well think that some increase 
in trend might be justified, and, if we may give you our 
idea, we suggest that, perhaps, a 30 per cent, increase in 
the trend as a result of the temptations of the motor-car 
and television set would be more than enough to take care 
of that. 

That produces this result: The trend up to 1958 was 
0-95 per cent., and a 30 per cent, increase would give 
you a trend of 1^ per cent. ; and if you add to that the 
2J per cent, for the Strike, about which it is very difficult 
to make any forecast, you would get an increase of 4 per 
cent, and not an increase of 4 \ per cent. That in itself 
produces the £0-6m. which I first mentioned to you in 
my summary in opening, and it would put the forecast for 
1959 at £78-9m. instead of £78-3m. I would do a little 
bit more than merely putting that general consideration 
to you, though it may be that you will feel you can do 
no more than just make a general assessment of a position 
of that kind. 

(. President ) : Shall we do it after the adjournment? 

(Sir Milner Holland) : If you please, Sir. 

(Adjourned for a short time.) 

(Sir Milner Holland) : I have now begun to talk about 
the budget and, as on most other occasions when some- 
body has got on to the subject Mr. Fay has gloomily 
produced his figures, he now has some even gloomier 
figures and he has invited me to say when I would like 
him to give them to you, and I have said, “ Now please . 

(President)-. May I make it clear that we shall request 
the Commission to give us the actual figures up to the 
date at which we make up our minds on this topic? 
So no one can say there will be any irregularity, you may 
as well know it is going to be committed. 

(Mr. Fay): I thought it right to leave the selection of 
the moment to my learned friend. The figures for the 
week ending 22nd February on BH 17A at page 121 are: 
actual receipts, £1,392,000, deviation from budget, minus 
£54,000; accumulative figures, actual receipts £11,438,000, 
deviation from budget about £143,000, and the percentage 
minus 1-2. Unfortunately the worst week so far. 

(Sir Milner Holland) : The only crum of comfort from 
that is that it is higher receipts than the week before. 

(Mr. Fay) : Yes, it is £4,000 higher. 

(Sir Milner Holland ): I was going to address some 
slightly more detailed argument, but not I hope at 
undue length, on the proposition I was putting to you 
before the adjournment that it would, indeed, be striking, 
and is indeed improbable, that the normal trend after 
staying virtually steady for .four years should suddenly 
double in intensity downwards between 1958 and 1959. 

In order to look at it in a little more detail, it is 
interesting to try and check Mr. Harbour’s assumption 
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that the permanent effects of the strike will be only 
between 2\ and 3 per cent., and, omitting for the moment 
any period which for any reason might be thought to 
be special, or affected by special circumstances, it is, 
in our submission, a useful comparison to compare periods 
10, 11 and 12 of 1958 results with budget. This was 
something that Mr. Hill did, the weeks being in September, 
October and November. As a fact, on the evidence, 
December was a foggy month. I say “ as a fact ” because 
I have to admit that I have only proved the state of 
fog at Kew, but I do not suppose anybody is going to 
be sufficiently technical to suggest that that only proves 
that it was foggy at Kew. So that in those three months 
we have one foggy month, and the shortfall for those 
three months was only 3-7 per cent. 

The reference to that — because it is not my calculation 
and, therefore, I must prove it — is Day Ten, page 241, 
Q. 3630. There you see Mr. Hill saying, “ . . . that the 
actual receipts in that period fell short of the budgeted 
receipts in that period by about 3-7 per cent.”. In that 
3-7 per cent. — which we have to contrast with the fore- 
casted permanent fall of 4f per cent. — one must take 
into account that there had been a reduction in mileage 
taking effect on 20th August, which you find in the second 
note to Exhibit BH 17 revised. What we say about that 
is this : apart from the fact that there is a good deal of 
evidence to suggest that some of that period was 
abnormally foggy, it is, we submit, pretty plain that in 
the first part of it, at any rate, some of what I might 
call the non-permanent effects of the strike must still 
have been persisting. We have to consider what is the 
ultimate result, but this period is fairly close to the strike, 
which ended on 20th June, and it seems a reasonable 
inference to make — and we invite you to make it — that 
at that time there is something in these figures to allow 
for their being close to the strike which would not in 
the end continue to apply. Yet the shortfall was only 
3-7 per cent. Of course, I know it is only twelve weeks, 
but it is peculiar, to say' the least of it, that over quite 
a substantial period that should be so and yet, as Mr. 
Harbour points out in his table, if you take that with 
the figures for early 1959 you get a heavier result. The 
only thing that suggests, in our submission, is that there 
may well be something abnormal about the early part of 
1959. 

The other point is. this, is that on analysis, at any rate 
for those twelve weeks, it seems clear that Mr. Harbour 
has not under- estimated the effect of the strike ; in other 
words, that the strike effects are not worse 'than Mr. 
Harbour thinks. It confirms me for this reason, it is only 
3-7 per cent, there, and it is very unlikely that the 
permanent effect of the Strike is going to account for more 
than 3 per cent., so I think we must accept, in the absence 
of anything else, Mr. Harbour’s assessment of about 2\ per 
cent, for the Strike. 

There are one or two other considerations which lead us 
to think that what we are now submitting is probably 
right. One of them is this: It may be no more than 
a curious fact, but, as I pointed out to Mr. Harbour, the 
1959 budget of £78-3m. represents an average over the 
year of £1,505,000 per week. The significance of that 
is this, that if you look at the results for 1958, omitting 
the weeks which plainly were affected by the Strike — 
that is to say, from 11th May to 20th June, and possibly 
three or four weeks after that — there is no normal week 
in 1958’s actual results which is worse than £1,505,000. 
In other words, the budget for 1959 is a figure which 
represents as an average 'the worst week that there was 
actually in 1958. I say “no normal week”, because if 
you cast your eye down the actual receipts figures you will 
see, starting 'in January, February and March there are 
no weeks before £1,505,000; in April you will find two 
weeks over Easter, Good Friday and Easter Monday, but 
I say they are not normal weeks and I suppose nobody 
would challenge that ; then we have the Strike ; then we 
have the weeks which would, I think, be most plainly 
affected by the Strike, because they are very quickly 
rising, namely, 29th June, 9th July, 13th July, 20th July and 
27th July; the next week that falls below £1,505,000 is 
10th August with August Bank Holiday in it; then 24th 
August is £1,461,000, but that is, of course, right in the 
middle of the holiday season ; then you have to go right 
down to 16th, 23rd, 30th November and 7th December, 
with more than the normal ration of fog, until you come 
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down to what is put forward as the average week f or 1959. 
There it is. Sir. Of course, in the result it will be a matter 
for your judgment, because you will form your judgment 
on the various opinions which have been expressed. I 
concede at once that probably the people who know most 
about this are the people who have given evidence for 
the Commission, but even experts can form wrong con- 
clusions on material at times. 

The next point is this: I am not sure whether this will 
appeal to you, it may or it may not, but I put it to 
Mr. Harbour and as I put it to him I put it to you. 
It just occurs to me as a curious fact, but one way of 
looking at the results of 1958 might be to take the weeks 
in which the budget, falls nearest to the average week. Let 
me elaborate that in this way. The average figure for 
1958 — that is to say, dividing the 1958 budget at £82-2m. 
by 52 

( President ): You had better deduct the 679 and 459 if 
you are going to do that, otherwise you are going to get 
52 weeks and' a half. 

(Sir Milner Holland) : Yes, but the average is about 
£1,580,000 on that footing. This is merely an intellectual 
exercise which Mr. Fay may say is silly, but I do not 
know whether it is or not. The weeks which fall nearest 
to the average for the entire budget, one would suppose, 
are the weeks in which, according to the expert estimators’ 
list, there are factors tending to make it either good or 
bad, and it * is interesting to see what the actual results 
were in those weeks which are nearest to that average, 
which I have taken as £1,580,000, but it makes no difference 
if it is £1,570,000. I have done this twice, and, if I 
may, I will call out the weeks in which I have done it 
and invite you, if I may with respect, to do the same 
exercise. May I give you the result which I got, although 
no witness has worked it out. The weeks which are nearest 
to £1,581,000, all of them after the Strike, are 31st August, 
£1,588,000; 19th October, £1,584,000; 9th November, 
£1,581,000 ; 16th November, £1,566,000 ; 30th November, 
£1,588,000. That is a selection of five weeks, chosen only 
because 'they happen to come nearest to £1,581,000. As 
a matter of mathematics, those five figures add up to a 
total which, divided by 5, gives £1,581,000 ; in other words, 
they are exactly right. The results, if you add them up, 
are 31st August, £1,538,000; 19th October, £1,526,000; 
9th November, £1,542,000 ; 16th November, £1,503,000. 
and 30th November, £1,501,000. So that you see in the 
results figures we have got two very bad weeks, and those 
add up to £11,610,000, and the average of them is 
£1,522,000. So that the fall from the average week is 
only from £1,581,000 to £1,522,000, not the fall which the 
new budget presupposes from an average of £1,581,000 
to an average of £1 ,505,000. 

It may be thought, possibly, that that is too small a 
selection of weeks. In case that is said, I have gone a 
little wider ; that is to say, I have taken some weeks which 
go a little bit more either side of the £1,581,000. I have 
taken 31st August, £1,588,000 ; 7th September, £1,591,000 ; 
14th September, £1,592,000 ; 19th October, £1,584,000 ; 
2nd November, £1,590,000 ; 9th November, £1,581,000 ; 
16th November, £1,566,000, and 30th November, 
£1,588,000. That is eight weeks, and the result is a little 
more favourable to my argument, because the average 
of those weeks on those figures is £1,585,000, and the 
average of the actuals for the same weeks is £1,532,000. 
Of course, one has got to drop these figures a bit to get 
them down to the average, so the £1,581,000 would 
correspond to about £1,528,000 ; but it does show a better 
average result over a wider selection, 

I merely say, Sir — and I put it no higher — that it does 
not seem to us to be a silly test to see what happened, 
so to speak, to the normal average weeks after the Bus 
Strike and to see whether they did go down, as you would 
expect them to, to £1,505,000. If you look at 9th 
November in 1958 it is £1,581,000, which, saving the 
correction as to the few days at the end, is the average 
of the year. Then if you cast your eye across to 1959, 
the: week ending 8th November, which is the same week, 
that is also a week which is within one or two of the 
average for the year, £1,503,000. In other words, whether 
by accident or design — and I think it is probably a natural 
consequence and bears out my reasoning — -the correspond- 
ing week to 9th November, 1959, is also the average 
week of the year. I agree this is only taking one week, 
but if we only take one week the results in that week 
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in 1958 were £1,543,000, and yet the budget for that week 
in 1959 was £1,503,000. The answer to that would, of 
course, be that it is not fair to just take one week, and 
that is why, in considering the matter, I have ventured 
to take as many weeks as I fairly could somewhere near 
the average. 

(President): I do not want to trouble you, but how 
do you get your average of £1,503,000 per week for the 
1959 budget? 

(Sir Milner Holland): By dividing £78-3m. by 52, Sir. 

(President): But that is wrong, because that is again 
taking in the broken period. 

(Sir Milner Holland): It is wrong to the same extent 
as the other. I am afraid I did this calculation by 
dividing £78-3m. by 52, and it is quite true to say the 
average has to be a little lower. 

(President): It is £1,476,000 so far as I can make out. 

(Sir Milner Holland): I have done it for both years, 
so the point is valid as a comparison between the years. 
I am extremely sorry that, in actually doing the 
mathematics, I took in the broken period, but am I quite 
as wrong as that? Is it not three days less two in one 
case and four days less three in the other? You must 
not add the 679 and the 459 ; you add one and deduct 
the other. 

(President) : Yes. 

(Sir Milner Holland) : And the same on the other side. 
So the amount is very, very small ; it is only three or 
four in total, but I have omitted to do that. 

(President) : It is £78,092,000 which you have to divide, 
is it not? 

(Sir Milner Holland): I agree, Sir. It is £1,500,000 as 
near as makes no difference ; but it does not affect the 
substance of the point. I merely say it makes us feel that 
there is something very curious in that forecast in itself 
based on that. 

If you like, Sir, there are several other things you 
could do. I have, in fact, worked out a random test on 
two post-Strike months, but, really, Mr. Hill has done it 
on three months, and perhaps it is not very useful to do 
anything further. 

Of course, Mr. Fay is perfectly entitled to make the 
point — and he does make the point, and, no doubt, he 
will make it again — “Well, you say our budget is not a 
good one, but look at what has happened ”, and he will 
point to BH 17A on page 121. There are certain things 
to say about that. First of all, as I understand Mr. 
Harbour’s evidence, there is some trend due to change 
in the habits of people, and it is a little surprising to see 
that the first couple of weeks showed better results than 
the budget although since then, no doubt, the results 
for the next six weeks have been worse. We say there 
are two very simple explanations of this which would, 
broadly, account for it, and of those two, perhaps, the 
most important initially was an undoubted excessive 
amount of fog. I do not know how far you want me 
to give more evidence about fog than you can see for 
yourselves. I do not know whether Mr. Fay is seriously 
going to suggest that fog improves the receipts of London 
Transport. Whether he says there was not any fog, or 
whether he says there was and, therefore, the receipts 
ought to be better, I am not quite sure, you will in due 
course hear from his speech in reply ; but I would be 
very surprised if, applying common sense, you did not 
reach the conclusion that the sort of serious fogs which, 
quite frankly, you and I know have taken place during 
this month did not have a very damaging effect on the 
traffic receipts. 

The other factor which has removed one in ten of the 
large number of Counsel appearing before you is the 
’flu. I have not got any evidence as to the incidence of 
’flu in Kew or any other place, but I do not suppose you 
will have much difficulty in realising that there is a good 
deal of ’flu about. I cannot estimate it, I cannot say 
anything about it, but it does look very likely, if you 
would allow me to say so, that these figures, which do 
indicate — and I say' this boldly — one of the worst con- 
tinuous periods of fog London has ever had, are affected 
by fog. But that is a matter, really, for your ultimate 
judgment. I dare say you will have to take a good deal 
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of time considering the matter, and if you get the up-to- 
date figures possibly Mr. Fay or I will be confounded in 
the event, but so far as the last, and possibly one of the 
worst, declines from budget is concerned — although there 
is a slight up-turn in traffic — that was in the week ending 
22nd February, which was a Saturday, and you will 
probably remember something of the Tuesday, Wednes- 
day and Thursday of that same week, because I seem to 
remember that even you, with your punctilious habits, 
were not always here at 10.30. I have no more to say 
about that ; I merely say that it does seem likely that 
these unfortunate results in the early part of 1959 are 
not due to trend at all. 

Apart from that we are faced with this — and I 
emphasise this and apologise for repeating something I 
have already said — that the Commission would have you 
believe that although during a time when motor-cars and 
cycles have come very freely into London from 1954 to 
1958 the trend has been a steady decline of £0-6m. or 
£0'7m., that is 0-95 per cent., something has happened 
— and the only thing they can really point to is the 
easing of credit restrictions — which is . going to double the 
percentage of that trend. That, in my submission, takes 
too much swallowing. We think you may feel that an 
increase in trend ought to be allowed for the relaxation of 
credit restrictions, and the suggestion which we make for 
your consideration is that you allow an increase in the rate 
of fall of 13 per cent, over 1958. That means the rate 
of fall will rise from 0-95 per cent., to H per cent., which 
is the figure we submit is the reasonable figure. If you 
add that to the figure for strike effect of 24 per cent, 
you geit 4 per cent. 

(President) : Of course, the information — and I confess 
I do not know whether it appears in the evidence — about 
the enormous increase in hire purchase contracts for 
cars is very striking. In December they are nearly 90 
per cent, up on the previous December. 

(Sir Milner Holland): Yes, Sir. There is, of course, 

I agree, undoubtedly going to be an increase. 

(President) : That is for new cars. For used cars I think 
it is slightly less, but not much less, of an increase, 

(Sir Milner Holland) : The licensing figure suggests that 
the increase in use is not as great. 

(President): Of course, the licensing figures are very 
difficult. 

(Sir Milner Holland) : I agree. I do not want to put 
my argument too high because I always feel it is not 
very likely to be listened to if it is obviously exaggerated, 
so we thought it would be right to suggest that you might 
be moved to consider that the rate of fall in 1959 should 
rise, and rise substantially, but not double itself. That is 
really what it amounts to. It is only a matter of 
judgment, of course, but, in our submission, it really 
looks very remarkable and, applying such tests as one can 
to the figures, it does not look right. 

The effect of that is that you knock off 4 per cent, for 
trend and strike instead of 44 per cent. So if you take 
£82-24m. and take 4 per cent, off, you take off £3 -29m. 
and you get a final figure of £78-95m. I have taken it 
at £78-9m., arid that is where I get my £0-6m., because I 
say that, taking the nearest budgetary figures you can 
get, £78-3m. is being too pessimistic. 

If we are right that this heavy loss in the six weeks 
in 1959 is due to fog, and as I have conceded that there 
should be a substantial working margin on the figures, I 
submit it is to that margin that an accident like a long 
period of fog should look. Tn other words, we are con- 
ceding that there should be a working margin of £lm., 
and here is a loss of £143,000 due to an exceptional period 
of fog, and no doubt that is the sort of thing for which 
your £lm. allows. Some working margin, of course, one 
must have. That is our argument, as we wish to present 
it, for raising the figure in the budget from £78'3m. to 
£78 -9m. 

I now come to the second point on which we join 
issue with the Commission, and that is the Central Charges, 
the appropriate amount for Central Charges in 1959, I 
add that as a guardian phrase because, of course, I 
recognise that if you are going to project this into later 
years you have to take account of what is likely to happen 
in later years, but we must have a datum line or a base 



line, and 1959 is the one to which I address myself— I 
hope correctly — in deciding what ought to be the right 
figure then, or, if you like, immediately before then. 'Of 
course, we are faced with an unusual situation. Mr. Hill 
attempted the specific approach on previous occasion and, 
in effect, your decision said it was not the right approach. 

I agree, of course, you may change your minds, but, 
at any rate, Mr. Hill felt he would not do the exercise 
again 

(President) : Did we really say that? 

(Sir Milner Holland): Yes, I think in effect you did, 
Sir, because you said: really the contrast is between the 
specific approach and the approach of general judgment, 
and you said you preferred the approach of general 
judgment. 

(Mr. Fay): You said you broadly agree with those 
views. 

(Sir Milner Holland) : Let me make it clear that I am not 
in any way suggesting — indeed, I am sure you would not 
allow me to — that on some subsequent occasion after your 
1953 Memorandum, if a witness had come along and -the 
matter had been argued again and you had changed your 
minds, you would not have been at liberty to do so : 
indeed, you may do so this time, because you have heard 
a good deal of evidence from Mr. Lawson on a specific 
approach. I am not going to comment, and you would 
not expect me to comment, on Mr. Lawsop’s exercise, 
because in many ways it arrives at substantially the same 
figure as we arrive at. 

(President): I am not quite certain whether Mr. Hill’s 
estimates which we were discussing in 1953 were specific 
approach estimates. I do not think we need spend much 
time discussing it, but I do not think they were. _ In point 
of fact, if my memory is right, at one stage it looked 
as if he was going to make a specific approach in the 
sense in which we are using the words, but his estimates 
that we discussed were the fixed assets estimates. 

(Sir Milner Holland) : I am instructed that what hap- 
pened, at any rate in Mr. Hill’s mind, was this: -having 
prepared himself to make a very detailed specific approach, 
he then came to the conclusion that as -that produced, so 
far as made no difference, much the same figures as the 
other, there was not, really, a great deal of value in carry- 
ing -the exercise to -too great a length, 

(President) : I do not think it matters very much and 
you need not pursue it, but Mr. Hill -has also said- on 
another occasion that his -specific ■approach ran him into 
difficulties. 

(Sir Milner Holland): I do not -think Mr. Hill really 
accepts that. He heard you say at an earlier stage that 
when he saw where it was getting him -he abandoned it, 
but Mr. Hill, with respect, does not really accept that view. 
He did tell me he did no-t really feel that was right. 

(President) : I do not think it much matters. 

(Sir Milner Holland) : It is only a matter of past history. 
For one reason or another, at any rate, Mr. Hill has not 
this time -attempted the specific approach. What he has 
done is to apply the test of the proportion of fixed assets 
but to improve upon it for the reasons he gave in his 
evidence— which, no doubt, you still -remember very well 
—and -to make it not just fixed assets but capital invested, 
because that -takes account of all factors and it does seem 
to be, as a broad approach, -the fairest and simplest way 
to arrive at the proportion of a sum devoted to -the service 
-of capital, for practical purposes, and to see how much is 
the proportion, of capital invested in the undertaking which 
represents London’s proportion of capital invested. 

(President): That is, really, -an improved form of the 
global approach. 

(Sir Milner Holland): I avoided using -that expression 
because I never quite understand what it means. 

(President): Neither do it, nor do I understand what 
the specific approach means. It is an improved form of 
one of the approaches Sir Reginald Wilson has made. 

(Sir Milner Holland) : May I just remind you without 
perhaps quoting too much of the evidence, that Mr. 
Winchester on this occasion, after saying in his judgment 
it oiwht to be £6m. — whioh did not carry it very much 
further— said he had checked his judgment by four tests : 
one. was the net book value of assets ; the next was gross 
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receipts ; the third was working expenses, and the fourth 
was number of staff. Of the four tests, Mr. Winchester 
said of his first test, the net book value of assets, that 
this was the simplest and most obvious formula ; he said 
that, to give you the reference, at Day Two, page 53, 
Q. 178. Later on, when I was challenging the other 
three tests as not being really useful, he said of the first 
test he thought it was the most helpful test ; that you 
will find at Day Seven, page 160, Q. 1986. But as it 
may be you will think that the combined effect of Mr. 
Lawson’s exercise and Mr. Hill’s exercise, through cross- 
checking, probably produces the right answer, I am con- 
cerned to satisfy you that Mr. Hill’s broad test is a 
reasonable one. It is conceded that 97 per cent, of 
Central Charges relates to the service of capital, and that 
is the reason why a comparison of gross receipts must 
be irrelevant, because your gross receipts might be high 
for a very small amount of capital. For the same reason 
a comparison of working expenses can have nothing what- 
ever to do with the matter, because your working expenses 
depend upon how your business is run, as I think I 
put to Mr. Winchester. If you compare a hand-operated 
plant for raising steam with a wholly mechanised plant 
for raising steam, in the former case the working expenses 
will be high and the capital invested, and therefore the 
interest rates, low ; and in the other case the working 
expenses will be low because it needs little maintenance 
but, on the other hand, the capital expenditure will be 
high and the interest rates high. It would be absurd, in 
our submission, to apply either the gross receipts test 
or the working expenses test, and still less, for the same 
reason, the number of staff test. 

On the other hand, Mr. Hill says if you are going to 
apportion a sum which for all praotical purposes is 
virtually all money used to service capital you should 
see how much capital is invested in the totality and 
divide it up upon that basis. The net book value of 
assets is not so accurate as total capital invested because 
it omits to take into account the whole of the elements 
in that latter exercise ; but whether you apply the net 
book value of assets or the total capital invested, if you 
do not start by assuming that £41m. is the right propor- 
tion for British Railways, you get very much the same 
results both from Mr. Winchester and from Mr. Hill. 
The real quarrel we have with Mr. Winchester’s calcula- 
tion is that he insists upon, first of all, assuming that the 
amount to be apportioned is £18'8m., that is to say the 
balance of Central Charges after you have decided that 
£41m. is British Railways’ contribution. If you do not 
do that, then you will remember that Mr. Winchester 
produced a table, WW 13, on Day Ten at page 243, which 
made the calculation on the net book value of assets basis 
whioh he thought the simplest and most obvious formula 
and the most helpful test, and he got two alternative 
answers according to whether you did first, or did not 
first, deduct the Maintenance Equalisation Account ; that 
is at Day Ten, page 243. He there arrived at the figure 
of £5-2m. before deducting Maintenance Equalisation and 
£5-6m. after deducting Maintenance Equalisation. Of those 
two, the only correct method of computation in this table 
is the former, unless you also take into account the 
deficits. If you look at Day Eleven, page 253, Q. 3754, 
you will see that Mr. McLaren had asked him a wrong 
question comparing his figure of £5-2m. with Mr. Lawson’s 
figure of £5-2m., and Mr. Hill said : “ No, with Mr. 
Winchester’s figure of £5-2m. Then he does a further 
exercise of knocking off the Maintenance Equalisation 
Account, which I think is theoretically wrong unless you 
also bring in the deficits, and he again gets £5-6m.”. 

(President) : Why is it theoretically wrong? 

(Sir Milner Holland ): Is not this the point, that if 
you are going to compare the amount of capital invested 
you must take into account whether one or other half 
of the undertaking has made any deficits? If you are 
going to take everything into account, the Maintenance 
Equalisation Account as well, you must also take into 
account the accumulated deficits of the two halves of the 
undertaking. I should have thought that was plainly right. 
Mr. Hill’s computation (which is in SWH 5 on the Ninth 
Day at page 220) carries the matter up to 1957, and he 
takes into account everything which can fairly be assumed 
to be included in the total capital invested. He does, of 
course, take out the Maintenance Equalisation Account 
because he also takes into account all the other elements' 
87623 



[ Continued 



that go to make up the total capital invested, and on his 
figures — which you see in line 16 — he arrives, in 1957, at 
a figure of £5-3m. 

(President) : Let me be certain I understand that. His 
first figures in line 1 are the figures before the deduction 
of the Equalisation Account, are they not? 

(Sir Milner Holland): Yes. 

(President) : And he takes out the equalisation -payments 
in line 5 ; that is right, is it not? 

(Sir Milner Holland) : Yes, Sir. 

(President) : It may be your Junior will be able to help 
me about this: I understand what Mr. Hill says about his 
line 2, stores and materials for London Transport, how 
he has put those figure 'in, but I do not understand how he 
has got his figures in line 9, total stores and materials for 
the Commission as a whole. 

(Sir Milner Holland) : I am afraid I cannot answer that, 
Sir. I rather fancy that these figures are either not 
challenged at all, or are not seriously challenged. I may 
be wrong, but I think I am right in saying that Mr. 
Winchester thought the figures as figures were not wrong ; 
perhaps Mr. Fay can tell me. I cannot challenge this, 
but my recollection is that he did not challenge the figures 
as figures. 

(Mr. Fay) : The figures for stores and materials is in 
the published accounts for the Commission as a whole ; 
it is at Table 1-2, on page 5 of the 1957 Accounts. It 
is in fact the fifth entry in the Balance Sheet. 

(Sir Milner Holland): Yes; I thought it was arrived 
at by working something back. The figure which Mr. Hill 
reaches for 1957, and we have to project that a little further 
forward, was £5-3m. 

(President): Will it trouble if I interrupt you at this 
stage? 

(Sir Milner Holland) : No, Sir. 

(President) : This is the vital point. He gets the £5-3m. 
by assuming that the amount to be apportioned is £59-8m. 

(Sir Milner Holland) : Yes. 

(President) : I have not yet been convinced that that 
is the total amount of Central Charges in 1957. 

(Sir Milner Holland): With great respect, Sir, it must 
be right, must it not, because the rest of it is due to the 
special account matter. 

(President) : Why does the fact that something is being 
credited and called “ Special Account ” alter the fact that 
their liabilities for 1957 were not £59m., but £66m.? 

(Sir Milner Holland): Because Parliament has in fact 
segregated those off and said they are a matter for British 
Railways. 

(President) : No ; we are on a different point now. 
Parliament is giving the Commission an unusual assisting 
hand ; if you look at the table in the Accounts for 1957, 
as :to how much their interest charges were, you get £66m. 

(Sir Milner Holland) : Yes, Sir. 

( President ) : Therefore, up to the present — although I 
gather nearly everyone disagrees with me — if I were asked 
how much their interest charges were, I would say £66m., 
and the fact that Parliament has said : “ Put something 
into a Special Account ” does not influence me at all — they 
might have said: Put the whole lot into a special account. 

(Sir Milner Holland): But we are trying to see what 
ought to be put upon London as deemed to be their 
contribution. I should have thought you should plainly 
exclude something which arose wholly in respect of that 
part of the undertaking which does not include London. 

(President) : That will not do at all. If you are going 
to say: I am going to eliminate from the real interest 
liability of £66m. everything that is specific to British 
Railways, you will be going back to the first calculation 
put forward by Mr. Winchester, though possibly with a 
different figure ; if you say that you include in the £66m. 
everything specific to British Railways, we should have 
to do an entirely different calculation. 

(Sir Milner Holland) : So far, Sir, I did not know that 
you were going to ask me this question, and if necessary 
I must have further instruction upon it. It is not a 
point with which any of Mr. Hill’s evidence put clearly, 
and you say that everyone disagrees with you ; if you 
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look at the British Transport Commission’s own Accounts, 
it is a fact that the Central Charges figure is shown in 
Table I— 1 as £59 -8m. Of course, I agree that that is not 
conclusive, but there it is. 

{President) : Yes ; it is only shown there after the 
deduction of an amount transferred to the Special 
Account. The difficulty in my mind is that if I want to 
see from the accounts what were the interest charges 
resting on the Transport Commission as a whole, I find 
them set out — 1 suppose it is in Table IV — 7, is it not? 

{Sir Milner Holland ) : It is Table IV— 5, Sir, and you 
find, of course, that the £6 4m. is deducted ; it is there 
in the first place and it is deducted. 

( President ) : I am told that it is Table IV — 7. This is 
British Transport Stock and Interest Charges ; this is the 
£61m. of pure interest charges, which is the second item 
in Table IV — 5. 

{Sir Milner Holland) : Yes, Sir ; the first two items in 
the total of £45 -7m. are the items taken out in respect 
of the special interest charges on British Railways. 

C President ): Yes, and although the point may seem to 
be new, I did put it to Mr. Winchester, and in the very 
statement you are referring to, WW 13, he does bring 
back one of those two items ; that is the £3 -9m. 

{Sir Milner Holland) : Yes, Six. I am going to ask, 
if I may, for a little time to consider it ; I think it is 
something that I should answer. It did seem to me that 
it was quite plain, but as it does not seem quite plain 
to you, it probably is not. 

{President): No, but may I point out that if you are 
right and the whole of those two figures transferred to 
the special account ought to be deducted from interest 
liabilities, the comparison of your figure with Mr. 
Winchester’s figure would be quite different, because he is 
taking a proportion of £63 -7m. which, according to Mr. 
Hill, ought really to be £59-8m., and his £5-2m. would 
therefore be still lower. 

{Sir Milner Holland ): The fact of the matter is that 
Mr. Winchester’s calculation and Mr. Hill’s calculation 
are not on exactly the same basis in any case. Mr. 
Winchester is calculating on what Mr. Hill would _say is 
the rather rougher, or not so refined, basis, as the net 
value of assets ; Mr. Hill’s calculation, which he says is 
more accurate, is also less favourable to our argument ; 
that is to say, if you take total capital invested, as it 
turns out, the figures become less favourable. 

(. President ): The question is how you arrive at the 
proportion ; that is stage 1. Having got the proportion, 
you have to say : How big is the cake you have to take 
the slice out of? I have not yet been convinced that 
the amount to be apportioned is £66m. and not one of 
the other two figures. However, let us pass away from 
that. 

{Sir Milner Holland) : We cannot leave it entirely. Sir, 
but perhaps I may reserve that question. Mr. Hill is 
not here today, and I did not appreciate — of course it is 
my fault — that there might be a serious issue on it, so 
I would like to have Mr. Hill’s answer, and if necessary 
give it to you by word of mouth. 

But for the moment we have Mr. Hill’s view represented 
in Document SWH 5 1 he arrives at £5'3m. for 1957. 
As I say, we must go on from there a little way, and if 
you look at the 11th Day, page 253, Question 3760, Mr. 
Hill is there going on from 1957. 

He says: “ If one follows this .through, having looked 
at tihe position, up to 1957, I .think it might be helpful to 
see what the order of the figure would be for 1958 and 
then possibly 1959. In 1958 capital expenditure is going 
to be less than the depreciation provision, so one would 
expect .to see, when the 1958 volume comes out, that the 
net capital invested in the LTE undertaking at the end 
of 1958 will be lower than it was at 1957. Whether that 
will still, on this formula, produce £5'3m. or £5-2m. I 
cannot tell because I do not know the totals, but it is of 
the same order as 1957. So there will be no increase in 
1958, perhaps a marginal decrease ”. 

Then he goes on to 1959, over the page, at Question 3764, 
and .he has in the intervening questions taken into account 
that there is going to be some total further capital expendi- 
ture for 1959, of £9 9m. 



He says in the answer to Question 3764 : “ ... the 
mean extra for the year 1959 will be about £6m.”- — that 
is the mean between the .two- — “ if one did this beginning 
and end business. In terms of the depreciation provision 
there would be a whole year’s depreciation provision in 
1958, £3'7m. or £3-8m., -the same sort of figure, and 
part of 1959. The mean, again, in 1959 would be the 
whole of 1958 plus half of 1959, which would be about 
£5-6m. So the calculation, if one were doing it in 1959 
and using these figures, would give a very, very small 
increase in the total capital invested in 1959 over what it 
was in 1957. As far as one can see, it will again be about 
£5'3m. if all the other factors remain more or Iras the 
same. This is only on the assets side. That is going as 
far as 1959, but then, of course, the picture does begin to 
change ”. 

Then he talks about 1959 to 1961, about the sizeable 
figures after .that, and I am going to do the same ; it is 
only right that I should. 

The base I am going .to ask you to calculate on — 
and it is the base of these answers — is that it. may be a 
little in 1959 ; Mr. Hill .thought not much, and therefore 
a safe figure would be £5 -4m., but that is the base I ask 
you to start your calculations on, looking at Central 
Charges first of all, subject of course to the point you 
have just taken and with which Mr. Hill will deal. 

I have been careful to say “ the base ” ; I know the 
Commission themselves have simply taken a figure and 
assumed that it will continue over the period of the increase 
o.f the fares. You may think that that is a little too rough 
and ready, and that it might be wise to allow something 
for the fact that there obviously is some heavy pending 
capital expenditure relating to London alone, which, when 
we .take Central Charges alone, must .make that figure rise. 
One way of dealing with it would be ,to have a slightly 
larger figure provided for some time to come, but we think 
it could be done a little more accurately than that. 

Let us start from the base of 1959, which is virtually as 
it is now, and work the figures out from that. 

C President ): Have you the 11th Day before you at the 
moment? 

{Sir Milner Holland) : Yes, Sir. 

{President) : There is a curious answer which I cannot 
think Mr. Hill meant. At Question 3682 he is being 
examined by Mr. MacLaren, and he has had brought to 
his attention Mr. Lawson’s table WHL 1. In his answer 
to Question 3681 he says: “There are one or two par- 
ticular points of difference in one or two items ” — he means 
differences in his views and those of Mr. Lawson—" but 
substantially it is on those same .lines ” — that is, the 
specific approach line. It .is the next answer that bothers 
me ; the question is : “ Subject to fine points o.f that kind, 
are you in agreement with what Mr. Lawson states in 
those tables on the question of Central Charges? ” and 
Mr. Hill answers: “Indeed I am, yes”. But his figures 
are not ; they are quite different. 

{Sir Milner Holland) : The figures are different, but the 
approach is entirely different. The result is, within £(Mm., 
the same. 

{President) : Mr. Lawson’s figure for allocation to Central 
Charges in 1957 is £6Tm. 

(Sir Milner Holland) : No, Sir ; with great respect you 
must remember that you are going by an entirely different 
route. 

{President): Yes, but I am looking at the destination 
now. 

{Sir Milner Holland) : I do not particularly want to argue 
on Mr Lawson’s figures, but Mr. Kll, whom I asked 
about this, and I can fell you this on instructions, says that 
£6Tm. is the total, but if you are going to calculate it that 
way it is quite unfair not to make the other deduction. I 
am willing to have a try on Mr. Lawson’s figures, but 
whether I shall get the right answer, I cannot say. 

{President) : I am diverting you, Sir Edward. 

{Sir Milner Holland) : Not a bit. Sir. Let me have a go ; 
I shall rather enjoy it. This is a point which I conceived, 
from some intervention, was likely to trouble you, and I 
made some enquiries about it. 

It is Table WHL 4 



MINUTES OF EVIDENCE 405 



27 February, 1959] 



{President): No, it is WHL 1; WHL 4 is 1958 and 
1959. 

{Sir Milner Holland) : But having arrived at an income 
in the first seven lines, totalling at line 8, it then proceeds 
to deduct what are in effect interest charges and admini- 
stration charges — Central Charges. If you will look under 
the column headed “ 1957 ” on the right-hand side, he 
brings them out to a figure of £6Tm., and that is what I 
meant when I said that Sir. Lawson’s figure for interest 
and administration and the rest was £6Tm., and I do 
not think there is any doubt about it. 

Again I am in little difficulty*; while I have followed the 
difficulty in your mind, I think I know the answer, but 
I am not the person who can give it — that person is Mr. 
Hill. Quite frankly, Sir, I asked Mr. Hill about this, 
and I can tell you at once what happened. I put to 
Mr. Hill Table WHL 4, in which the £6Tm. appears again, 
under the same column of figures, namely Central 
Administration Expenses £0'2m. ; Interest on British 
Transport Stock £5-3m. ; Amortisation of Discount on 
British Transport Stock £0Tm., and Provision for Redemp- 
tion of British Transport Stock, £0-5m., a total of £6Tm. 
I can tell you at once what my answer to that was ; it 
was that £6Tm. is not the correct apportionment of 
Central Charges, because it is ridiculous to charge London 
with the whole of the provision for redemption of British 
Transport Stock without crediting them with the income 
from 

{President) : But that is revenue ; in WHL 1 he gives 
them that. The added receipt is 

{Sir Milner Holland) : I am sorry, Sir ; I cannot answer 
detailed questions about Mr. Lawson’s evidence, because 
he is not my witness ; but on the other hand, if my 
learned friend or you, Sir, really feel that there is a real 
difficulty created by the difference between Mr. Hill and 
Mr. Lawson, I can, with your permission, deal with it. 
I thought it did not exist, and that if you take WHL 4, 
although admittedly you come round by a different route, 
■the net result of WHL 4 is £5'5m., and the net result 
of Mr. Hill’s different route is £5-4m. I really feel, if 
you think there is a serious difficulty, that I ought to be 
allowed to recall Mr. Hill and have the question put to 

him. It is difficult for me to answer it ; I am not really 

familiar with Mr. Lawson's tables. 

{President): You shall certainly have leave to recall 
him ; I do regard this as important. 

{Sir Milner Holland) : I think he ought to do it rather 
than that I should try to do it. 

{President) : It is a difficulty in my mind. 

{Mr. Fay) : I did put this to Mr. Lawson, Sir ; 
I am saying this against my own case, to help 
my learned friend. I think his answer is that you 
should take into account all the entries which appear 
after line 3 in WHL 1, and when you have noted 

them you get the figure to be set against Mr. Hill’s 

Central Charges. I think that is what he said. 

{President) : Yes, but it cannot be the answer. You 
first of all have to define what are the Central Charges 
you are seeking to allocate ; when you have done that, 
you can go on with some fractions and apply them to 
it What I am saying is that Mr- Lawson has in WHL 1, 
in Items 10 to 15, set out the interest obligations on those 
notional London Transport and Central Administration 
Expenses, which are precisely the items which Mr. Hill 
is purporting to allocate from. 

{Mr. Fay): Yes, Sir, but does not Mr. Hill take in 
line 7, too? , 

{President): He cannot take in line 7 when he is 
allocating charges ; 7 is a receipt. 

{Mr. Fay): Yes, that is the accounting way of looking 
at it. I do not think I can help any further. 

(Sir Milner Holland): I am grateful to my learned 
friend for his help. I think I am not very bright in 
answering your question, Sir — in fact, I am sure I am 
not — but I will put it shortly in this way, that as Mr. Hill 
is the expert and I am not, I will ask him to give the 
answer. In the meantime may I put it to you as best 
I can in my own simple way: Mr. Hill has gone by 
the route of taking Central Charges — for the moment 
leave aside whether it is £59m. or £66m. — and determining 
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what fraction of them ought to be attributed to London 
Transport, based on the fraction of capital invested, Mr. 
Lawson, as I understand it, has taken an entirely different 
approach and started from a whole figure of interest on 
certain stocks and has said: But you cannot charge 
London with all that, because you must credit them with 
the credit items, and it is quite wrong— I think this is 
what Mr. Lawson said — to charge London with the whole 
£6Tm. on WHL 4 without allowing credit for the contra 
balances. But you cannot compare one with the other 
on that approach ; you can only compare the result. The 
charges to be ultimately divided are either £59m. or 
£66m. ; that is the total to be recorded, but to arrive at 
the right figure you either take a fraction of the charges 
based on capital investment or you take the string off, 
undo the paper, undo the package which the Commission 
has put together, and try ito find how much of the various 
items represent, as I understand it, the costs of the London 
Passenger Transport Board. That is Mr. Lawson’s 
approach, as I understand it, but perhaps I am wrong. 

You cannot compare the routes at any stage short 
of the final result, and if I may say so, I am not personally 
concerned ; it would be an impertinence on my part to 
argue the validity of Mr. Lawson’s approach and I am 
also not particularly worried if one approach goes through 
an entirely different process in arriving at the answer. 
I am entitled to say, and I do say, that the fixed assets 
basis, which is described by the Commission’s witnesses 
as the simplest and most obvious formula and the most 
helpful test, is slightly more accurate and slightly less 
favourable to us ; but to go a little further and consider 
the whole capital invested is, in our submission, a satis- 
factory test and is probably as accurate as any applied. 
It would be wrong, in my respectful submission, to do 
anything else ; frankly, Sir, that is what is put forward 
as the right sort of approach. 

The only real quarrel between Mr. Hill and Mr. 
Winchester is that Mr. Winchester has started by assuming 
that £41 m. is the right allocation to British Railways. 
Once that has disappeared, there is no difference of 
significance between the Commission and the London 
County Council ; I am entitled to say that the only real 
issue on this particular point is: Should you presuppose 
that the £41m. is right, or are you entitled to look at it? 

To pass from there, Sir, I would ask your indulgence 
on this matter ; you have been very indulgent already, 
and I should be grateful for your further indulgence to 
have from Mr. Hill his answer as to why it should be 
£66m. I have given you my answer, but I do not think 
it carries conviction with you, and it does to me. 

{President) : There are really two points : First of all, 
whether one ought to set aside in calculating the total 
Central Charges the special account figures or any of 
them ; and the second point is whether or not when Mr. 
Hill calculates the 1957 share of Central Charges at 
£5-3m., he is allocating from the same Central Charges 
from which Mr. Lawson has allocated when he arrived 
at the figure of £6Tm. They are quite separate points. 

(Sir Milner Holland): They are indeed, and although 
I think it would be satisfactory to you to have them put 
formally, or forcibly, if you like, to Mr. Hill, I have only 
this comment : I am not. quarrelling with it, but they do 
not seem to have been points which have really troubled 
the Commission. But they are important to you, Sir, and 
you are the person who is to be satisfied, not the Com- 
mission or Mr. Fay, and I have asked leave that Mr. 
Hill should be recalled to deal with those two points. 

{President) : Yes, certainly. 

{Sir Milner Holland): The two remaining subjects 

are: Replacement reserve and general reserve. Replace- 
ment reserve is a subject on which Mr. Hill has said very 
little, and on which Mr. Lawson has given a great deal 
of evidence. Mr. MacKenna has addressed you very 
eloquently this morning with his reasons for saying that 
it would not be right to allow for replacement reserve 
at all, but merely for reserve on an historical cost basis. 
In effect I think Mr. Hill said the same ; he has said that 
in any case this is no time to put fares up to such a 
height as would enable an additional £3-0m. to be pro- 
vided, and he says— and I echo it — that it is really 
obviously desirable to gqt the largest reserves one can, 
but beyond that there is no more on his evidence. 



406 



BRITISH TRANSPORT COMMISSION (PASSENGER) CHARGES SCHEME 



27 February, 1959] 



I do not want to add more to what has been said, and 
said so well, by Mr. MacKenna, and which is so fully 
covered by Mr. Lawson’s evidence ; but I would like 
just to say this, that it is at least doubtful, to put it no 
higher, whether to-day’s passengers of any age should 
pay fares to provide for to-morrow’s equipment, at any 
rate in so far as it is replacement cost, in the fairly distant 
future. 

Secondly, I only want to say — it is obvious really from 
the questions I have put to the witnesses — that it is 
virtually suicidal, in our submission, to add unneces- 
sarily to the fare burden at this time. I am not saying 
“ at no time ”, or that you should postpone the evil 
day altogether ; but it is difficult to imagine a more 
damaging time to provide for higher fares physically. 
It is a matter of comparison, but you have seen on the 
Commission’s own evidence that the discounts are frankly 
very heavy. 

You will find, when you look at the discount tables, 
that as far as ordinary fares are concerned, they are 
budgeting for a total loss of 5 per cent, on traffic on 
distances up to 11 miles, and 1 5 per cent, on traffic on 
distances over 11 miles, except on the London, Tilbury 
and Southend Railway. That is taken from the discount 
tables which you will find printed on the Fifth Day at 
page 109 ; it is at the bottom of the page, in Table 
BH 1 5 Appendix A. 

I do not know really whether this is not perhaps the 
most astonishing feature of the case. Sir. The proposed 
increases on fares are assumed to lose, in column 5, for 
ordinary fares, leaving out for the moment the London, 
Tilbury & Southend Line, 5 per cent, of the traffic up to 
11 miles, and 15 per cent, of the traffic on the remainder ; 
and as far as the London, Tilbury & Southend Line is 
concerned, it is 1\ per cent. In other words, it is one 
passenger in seven over 11 miles on London Lines, and 
one passenger in fourteen on the London, Tilbury & 
Southend Line. As far as day returns are concerned, 
there is a per cent, loss of traffic, and over the page, 
on London Transport ordinary fares, there is a 5 per cent, 
loss of passengers — or, to put it broadly, a 5 per cent, to 
12y per cent, loss of passengers on fares up to 9d., per 
cent, on day returns, and 2 Jr per cent, on the rest. 

Perhaps the most serious of all — I have mentioned this 
so many times that I hope you are not bored with it — 
if you look at the discount provisions for season tickets in 
Appendix H, on London Lines there is an expected 7| per 
cent, loss of traffic in season ticket holders ; they are the 
regulars — the reliable regulars — whom Sir Reginald Wilson 
does not want, but thinks they make a nuisance of them- 
selves in the peak hours. 

I just call attention to this, because it is a matter of 
comment, that it does seem to us extraordinary that if 
it is a matter of replacement reserve, something they have 
never done before — because that was always the reserve 
which has previously been on an historical basis — for the 
sake of changing from an historical to a replacement 
reserve, which is going to cost them so much of the 
increase, they are prepared to sacrifice this traffic, and it 
seems to us suicidal. 

I make very little — 1 asked questions to elicit the facts, 
and caused rather a flutter in doing so — of the fact that 
in cases where fares have been put up on the basis of 
replacement reserve, no such reserves have been made. 
I follow the reason why: These very large sums were paid 
on the dividends from the Bus Companies to the Com- 
mission. I merely point out — I cannot make much of it 

that those sums when they reached the Commission were 
not placed to any reserve ; they have merely been used in 
the general support of the funds, and to that extent, of 
course, they mask the deficit. 

But as you said in the Inquiry — and I respectfully agree 
—if they have been foolish in the past, it does not follow 
that they should not be wise now. Really it is supporting, 
without adding to, Mr. MacKenna ’s argument: We ask 
you to disallow entirely the £3-0m. asked for by way of 
replacement reserve ; but it did occur to us that in view 
of Mr. James’s evidence, partly on the Fourth Day 
and in more detail on the Sixteenth Day I think it was, 
you now have a good deal of information about the 
capital programme up to 19.63, and it occurred to us that 
if you feel it is a little unrealistic to make no provision 
for that, that a fairly accurate figure might be derived 
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from Mr. James’s information, and I have in fact, for 
my own convenience, tabulated the figures which Mr. 
James gave in evidence about the capital programme, and 
if it would be of any convenience to you, you may have 
it. It is a table which I drew up myself ; I have copies 
of it, and it has the references to the questions as well. 
I have a spare copy for my learned friend, and I can 
hand you a copy if it would assist you to follow it. I 
hope it is quite accurate as a matter of transcribing the 
answers given. May it be handed to you, Sir? 

{President) : Yes ; it is always useful to have a table to 
follow. {Table put in.) 

{Sir Milner Holland ): It is convenient if you want to 
follow the argument, but it is my table and not Mr. Hill’s. 
One has to be helpful on these occasions ; one is not in 
a Court of law fighting tooth and nail, and you have a 
very heavy task, so we thought this might be a helpful 
approach. 

On this basis we can see, for roughly five years, what 
the capital programme is going to be, and Mr. James has 
given us figures showing how it is likely to be worked. 

The table is headed : “ Summary of Mr. James’s evidence 
on capital programme to 1963 ”, and the table is based on 
his Table PJ 15, on Question 615 and on some of the 
later questions. I think this is all correct, but I would 
like to see that it is. 

Table PJ 15 is printed at Day 10, page 245 ; that is his 
last exhibit, showing what capital would have to be raised 
on the somewhat smaller capital programme until 1961 . 
Perhaps you would have that handy. 

The first answer is the answer to Question 615, and 
that is printed in the Third Day at page 75, and now may 
we take that as a starting point. 

Mr. James was asked : “ Can you give some general 
indication at this stage of the capital programme you are 
referring to and the time when the expenditure is likely 
to be incurred in the next few years? ” and the answer 
is : “ Yes. To give the figures in a very summarised form, 
there will be expenditure on the replacement and 
modernisation of railway rolling stock to be incurred in 
the years 1959 to 1963, exceeding £24m. ; there is the 
outlay on the trolley-bus conversion scheme, that is to 
say, the replacement of the greater part of the trolley- 
buses by buses, and that involves an outlay on capital 
account exceeding £9^m. incurred in the years 1958 to 
1952 ; there is work on the modernisation of the power 
supply system involving a capital outlay exceeding £6m. 
in the years 1959 to 1962 ; there is the four-tracking of 
the Metropolitan Line from Harrow to Watford South 
Junction and the electrification of the line from Rickmans- 
worth to Amersham, involving a capital outlay of more 
than £3^m., again in 1958 to 1962. Those items I have 
mentioned are not the whole list, but they add up to 
very nearly £44m. to be spent in the years 1958 to 1963 ; 
the greater part of it in 1959 to 1962, and the greater part 
of it for essential replacement of things which are wearing 
out ”, 

I think I understood from that — and I think the answer 
has been given before — that from 1958 to 1963 the capital 
programme is £44m. ; and Mr. James gave it in much 
more detail in his later answers on the Sixteenth Day, 
which this table purports to sum up. 

If you take the first line of this table, those figures 
represent the facts in Questions 5810 to 5819 ; may I read 
through those questions: “With regard to the rolling- 
stock replacement, how much capital remuneration and 
depreciation is that going to account for? — {A) This is 
the £24 0m. worth of railway rolling-stock? ( Q ) Yes? — 
{A) That as going to involve, as far as I can see, an 
increase in interest and depreciation charges of £l-2m.”, 
and so on. On the table you will find that £l-2m. in 
column 6. I thought you might find it convenient to 
have that broken up, Sir ; as you will see from the 
answers, Mr. James is taking a 4-0 per cent, basis and 
therefore the break-up must be as I have given it, and 
the depreciation must be £0-24m. That appears to 
correspond with the figure taken on the sinking fund 
basis which has been mentioned. 

Then you will see : “ {Q) When the benefits of that 
investment are fully reaped, what saving do you think 
is likely to result which can be set against that annual 
charge? — (A) My present estimation is that we shall make 
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sufficient savings by reduced maintenance and lengthened 
life of the cars, to cover the cost of the improvements. 
(0 That is the £0'3m.?— (A) Yes. (0 You will get 
£03m. extra revenue to set against the £0'3m. interest, 
on the improvement part? — (A) Yes. So we get our 
increased passenger capacity for nothing. But that is not 
the real saving ; the real saving here is the money which 
we shall not have to spend on buying additional railway 
cars to provide the increase in passenger capacity which 
will come to us by the use of the new vehicles. If you 
get, as you do in the new Piccadilly Line stock, an 
increase of one-seventh in each train, you are obviously 
avoiding the need to buy additional railway stock to give 
you that capacity in another way. (0 And is it from that 
element that you hope to improve the net revenue by 
£300,000 a year to set against a like sum of interest and 
depreciation? — (A) Yes. Most of that improvement comes 
from savings in expenses, maintenance and depreciation; 
there may be some small growth in traffic, but in the 
main the improvements are designed to alleviate over- 
crowding ”. 

In the answer to Question 5819 he says that he is taking 
a 4 per cent, basis of depreciation calculated on a sinking 
fund basis. 

That is the first line, so the figures we get from Mr 
James are: £24m. capital cost; then in column 6, £L2m., 
the combined figure of interest and additional deprecia- 
tion ; column 7 is revenue savings, working out at £0-3m. ; 
column 8, deducting one from the other, a net figure of 
an additional £0-9m.— that is partly interest on capital 
and partly interest on depreciation. 

The next line is dealt with in the next few questions ; 
it relates to the trolley-bus conversion, and it follows 
the same line. That is £9 -5m. 

We had better read the questions ; Question 5820 is the 
first one, and Mr. lames is asked: “Now, with regard 
to the trolley-bus conversion, what is the increase in 
interest and depreciation charges there? ”, and the answer 
is that it is £0-8m. a year — that is in column 6 of my 
table, under that heading. Then: “(0 Will there be 
some net savings when that process is completed? — 
(A) Yes, there will. We shall be closing down the trolley- 
bus overhaul works. I brought into my 1959 budget 
£0Tm. for savings for trolley-bus conversion ; there is 
probably another £0Tm. to come”. That further £0Tm. 
appears in column 7 under “ Revenue savings ”. 

The next item on this table is the modernisation of the 
power supply, and the references to that are from Ques- 
tion 5829. Mr. Fay says: “The third item is the 

modernisation of the power supply, calling for £6-0m. 
of capital investment ; what is going to be the gross 
increase attributable to that in interest and depreciation? 

(A) This is a much more difficult item to deal with. 

The £6-0m. is part of a programme for the modernisa- 
tion of the sub-stations and of the electricity distribution 
system involving in all an outlay of about £14m. If we 
look at the programme as a whole, it is going to involve 
an increase in interest and depreciation charges of £0-8m. 
(, q ) Yes ; that is on the £14m. ultimately invested?— 
(A) Yes ;’ I must deal with that and work back. If we 
take the programme as a whole, there will be an increase 
in interest and depreciation charges of £0'8m. ; as I have 
said, we shall get back £0-3m. from the economies pro- 
duced by more up-to-date plant and more up-to-date 
operating methods. That is the programme as a whole. 
For the £6-0m. that we have at present undertaken to 
spend, one can only do a pro rata calculation and say that 
if an’ expenditure of £14m. produces a net increase in 
outlay of £0-5m., then an expenditure of £6'0m. will 
produce a net increase in outlay of about a quarter of 
a million pounds. That quarter of a million pounds is 
made up as to £0'35m. for increase in interest and 
depreciation charges and £0-1 m. as an off-set for 
economies produced by the new assets . There you see 
in column 6 of my table an increase of £0 j5m. in 
interest and depreciation charges, and in column 7 £0-1 m. 
off-set for economies. 

Those three items are three items which down to this 
point Mr James has been dealing with ; he has given 
us the capital cost and combined interest and depreciation 
charges and revenue savings when they take e ff ec h and 
the net total result is shown in my column 8. So at 
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the end of this programme in 1963, the net total increase, 
assuming all the money borrowed, is £l-85m. a year. 

Now Mr. James goes on to talk about the Amersham 
improvement, which does not quite fit into the table. 
You will see that if you would look at Question 5833 and 
following : “ Finally we have the Amersham Line elec- 
trification. That calls for an investment of £3im.? — 04) 
Yes. (0 And it is anticipated to attract fresh traffic, I 
think?— (A) Yes. (0 Will it be some years before that 
is fully realised? — ( A ) It will be a little time. (0 But 
looking ahead to whenever it does fructify, what benefit 
do you expect from that? — (A) My estimate is that the 
extra traffic and the economies will cover the additional 
interest and depreciation charges and leave us a margin 
on the right side, of £0Tm. a year. (0 So there at last 
you have a real net improvement, even after allowing for 
the increased depreciation and interest charges? — (A) Yes, 
because one is undertaking a profitable development as 
distinct from the other cases where one has to incur 
the heavy cost of replacing old assets 

I have entered that in my table as: Capital cost, £3-5m., 
and with regard to interest, additional depreciation and 
so on, I have said : “ No details given, but overall net 
revenue improvement (after meeting interest and deprecia- 
tion charges) ” ultimately when it is all done, £0Tm. 

Then, to make up the total of £44m., which Mr. James 
gave in his answer to Question 615, that may be a com- 
bination of a number of small things — we do not know. 
The way Mr. James dealt with this type of thing is in 
his table PJ 15, which is printed at Day 10, at page 245. 
He was then dealing with the smaller part ; the bulk of 
this programme is going to be carried out on the capital 
raised in 1959 to 1961— there is £37m. of it— and Exhibit 
PJ 15 shows that £37m. This table shows what will be 
available ; he spreads that £37m. over three years, because 
it is to 1961, and the three items are: The £3-5m., the 
historic depreciation being made at the moment , then 
the £3-0m. replacement reserve, assuming the Scheme is 
approved, and the general reserve of £2-0m., assuming 
again that the Scheme is approved, giving a total of 
£8 -5m. Multiplying that by 3, over the three years, you get 
£25^m., and deduct that from the £37m„ you see that 
there will be at least another £12m. of capital to be 
found. 

Bearing in mind that Mr. James — I think only rightly 
—has given us a wider picture up to 1963, you have now 
seen the note on my table: “Following PJ 15, Day Ten, 
page 245, depreciation at the current rate of £3-5m. over 
the five years will produce £17 - 5m.” So that to finance this 
without the replacement depreciation and the general 
reserve which is asked for, there will be £17-5m. of internal 
finance on the present historic-cost depreciation basis, and 
that, again on the 4 per cent, basis, is £0'7m. less interest 
charges to find. 

So that in the end, in 1963, we get this position on 
Mr James’s figures: for the first three items a gross 
increase in capital and depreciation charges of £l'85m. 
a year, less, when the Amersham improvement is operating 
— which will, perhaps, be in 1963 — £0Tm., which comes 
to £l'75m. ; and of that £1.75m., £0- 7m. will be found 
by the total depreciation which is there available to finance 
it to the extent of £17-5m. Those figures all follow from 
what has been given in evidence. It looks, therefore, 
Sir, if you were looking at the figure to 1963 on the known 
programme for the next five years, as if there is some- 
thing over £lm., in exact figures £105m., per annum 
required. But, of course, some of these improvements 
will not produce their revenue improvements immediately 
the capital is raised, and I think it is only right to look 
at that in the light of the answers given by Mr. James. 
The heaviest item is the £24m. for the rolling stock replace- 
ment, and Mr. James on this subject, Day Sixteen, Ques- 
tion 5779, was asked: “So far as there is technical 
advance, is it made use of in replacing the assets? - 
(A) Yes it is. If you take one clear example the replace- 
ment of the rolling-stock on the Piccadilly and Central 
Lines, as a result of technical advance the motors of the 
new car will be installed below the floor ; we shall there- 
fore get a car which will have a larger passenger capacity 
and which will make a contribution towards the relief 
of overcrowding, which is very severe on those lines ”. 

Then if you would look, also, at Question 5815 he is 
asked: “And is it from that element that you hope to 
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improve the net revenue by £300,000 a year to set againsl 
a like sum of interest and depreciation? — (A) Yes. Most 
of that improvement comes from savings in expenses, 
maintenance and depreciation ; there may be some small 
growth in traffic, but in the main the improvements are 
designed to ameliorate overcrowding 

So that for that particular expenditure on new rolling- 
stock, as I understand those answers and as you would 
expect, you buy the new stock and the moment you put it 
on you get an improvement, and the improvement spoken 
to by Mr. James he evaluates at £300,000 a year. So, 
so far as the £24m. are concerned, the net revenue improve- 
ment will flow from the moment the money is spent. 

( President ): From the moment when the spending is 
complete, of course. 

(Sir Milner Holland) : If you please. One cannot do it 
absolutely nicely, but as you buy the new stock and 
put it into service you get the improvement. I am not 
going to suggest you buy the stock on Monday and get 
the improvement on Tuesday, but there is no great delay. 
This is an improvement which is produced by the improved 
stock itself. 

As far as trolley-bus conversion is concerned, you will 
see Question 5821 : “ Will there be some net savings 
when that process is completed” — that is the process of 
replacing trolley-buses with buses — “ (A) Yes, there will. 
We shall be closing down the trolley-bus overhaul works. 
I brought into my 1959 budget £0Tm. for savings for 
trolley-bus conversions ; there is probably another £0'lm. 
to come ”. You could not be too nice about that, but 
again it does not look .as if the advantage of the net 
revenue improvement on the trolley-bus conversion is 
long delayed after the expenditure on the bus to replace 
the trolley-bus. 

Modernisation of power supply: There the only thing 
we have is Question 5830, and I have partly read that. 
In the last sentence of that answer he says : “ I think 
that is a rather optimistic approach to these particular 
economies, because as so very often happens, you do 
hot make your full economies until you get to the end 
of the programme”. There I should have thought it 
was fair .to say that the comparatively small revenue 
saving of £0Tm. might well come rather after the expendi- 
ture of the capital. 

As far as the Amersham Line is concerned, that xs 
plainly a case where you do not get the benefit until the 
Line is completed. 

So that of those four substantial items of capital 
improvement, the £24m. looks like producing an early 
net revenue saving and the £9'5m. an early net revenue 
saving, but the power supply (which is £6m.) and the 
Amersham conversion (which is £3-5m.) are cases where 
I should have thought you would probably assume that 
the revenue benefits would be deferred and, therefore, 
some of this capital, probably a fair proportion of the 
£6m. and the £3 -5m., would be spent some time before 
the revenue advantages are derived, but the other capital 
will get the revenue advantage from the start. If, of 
course, you assumed a net figure over the whole period, 
you would get £L05m. additional each year, but assuming 
that a certain amount of capital is spent before you get 
your revenue improvement, instead of taking £L05m. 
we suggest for your consideration that it would be fair 
to take £l-2m. That, of course, does allow, in year one, 
1959, and in year two, 1960, for more interest than there 
will be on the capital raised because we are, of course, 
here computing the total interest on the whole of the 
capital raised so we are obviously allowing for more 
interest than is, in fact, required to be found in the earlier 
years ; but we are off-setting against that the fact that the 
revenue savings may not be derived in two of the cases 
until rather later. 

( President ): In any event extra revenue could not 

possibly begin even to trickle until well into 1959, could 
it? 

(Sir Milner Holland ): No. I do not think it would 
be right to suggest that whait I call the “ settling down ” 
figure in 1963 is necessarily correct, indeed it probably is 
not correct, for any of the preceding year ; it is too high 
for 1959 and 1960 and possibly a little too low for 1961 
and 1962. Nobody can work it out with any great 
accuracy, but these figures are the figures Mr. James has 
given, they are the 1957 capital programme and they all 
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relate to London. You may think, Sir, that a sensible 
half-way house between saying “ No, nothing beyond 
historic depreciation ” and- “ nothing for replacement 
depreciation ” would be to take a five-year programme— 
which is, possibly, a reasonable period to assume this is 
going to cover — and take Mr. James’s figures, with which 
I have not attempted to quarrel, and see what the result 

is. That would mean that today’s passengers are going 
to pay fares which will finance a five-year programme, 
and that may be quite a sensible plan. Here is a five- 
year programme, let us start now to provide for that, 
and then when we have got to the end of that we will 
see. Of course, it is possible that by then costs may be 
going down, but instead of providing an arbitrary 
calculated figure for depreciation for a very far distant 
future, let the present-day passengers finance a five-year 
programme. That would produce, on these figures — and 
obviously it is a matter for you — obviously something a 
little over £l-05m. ; we submit £l'2m. 

That only leaves one other matter, Sir. Would you be 
willing to allow me to finish tonight? I will be less than 
half-an-hour? 

(President)'. If you are going to be here on Thursday 
to tender Mr. Hill 

(Sir Milner Holland): As a matter of fact, I shall not 
be able to be here on Thursday, but Mr. MacLaren, I 
hope, will. I have really only a little to say about general 
reserves. 

( President ): We will certainly sit on, but do -not, as 
we axe sitting on, shorten your observations just because 
it is 4 o’clock. 

(Sir Milner Holland) : I am very grateful, Sir ; I shall 
not be keeping you for very long, anyway. 

It really remains for me to -say what I have to say 
about general reserves, and that is explicit in what I 
have said already. We do not, of course, quarrel with a 
substantial working margin, and we say, os, indeed, Mr. 
MacKenna says, that £lm. a year is a good working 
margin ; it is about lj per cent, on the receipts and that 
seems to us to be ample, and £2m. seems to us to be 
excessive. 

The only point I thought we ought to deal with here, 
Sir, is the observations which have been made about 
the past deficit of London. I do not dissent at all from 
the idea that London should pay its way, and whenever 
these matters come up we accept that that is so, that it 
should pay its way with a working margin ; but the idea 
that London taken in isolation has in some way or another 
got to- budget for a reserve of its own is, in our sub- 
mission, quite the wrong approach. That, I think, is 
implicit — though, perhaps, not so plainly stated — in what 
is being said, namely, “ London must pay its way and 
have a little reserve of its own.” Of course the Statute 
requires the British Transport Commission to create a 
reserve, although, in the event, it fails to do so ; because, 
as you know very well, the Statute did require that the 
Transport Commission should pay its way after providing 
for revenue, and revenue was to include a proper pro- 
vision for reserve. So that, by implication, the Statute 
said they had to create a reserve. 

(Mr. Fay) : They said it expressly. 

(Sir Milner Holland) : I do not .mind whether it is 
expressly or not, I am conceding that the Statute requires 

it. Since 1957, as far as British Railways by itself is 
concerned, Parliament appears to have segregated _ it for 
an obvious reason and to have suspended the obligation 
in respect of British Railways. It has separated British 
Railways from the other activities. If we are going , to 
■talk about reserves and whether there is a working margin, 
let us do what Parliament has done and segregate British 
Railways from the other activities. Let us not segregate 
each little activity and each large activity and see whether 
each of them has got a reserve, but let us follow Parlia- 
ment, and let us forget British Railways for the moment 
for this purpose. The other activities have consistently 
made a substantial margin, and we are one of them. Not 
all of the other activities have had a good working margin, 
and we probably have had, on the whole, a deficit, but if 
you split the Commission for this purpose and look at it 
as if it were in two halves, British Railways and other 
activities, you can see from the 1957 accounts what the 
result of the other activities is by looking at page 3, 
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Table 1-1. They are there segregated, and you will see 
that British Railways, before Central Charges, have made 
a deficit of £27Tm., and other activities, before Central 
Charges, have made a surplus of £23 -45m. Taking for 
■the moment, without arguing further about it, the division 
made in these accounts of Central Charges and charging 
only £41m. to British Railways, the other activities have 
made a surplus of £4-6m. Of course, if the £41m. should 
■really be £45m. or thereabouts, then the other activities 
have made a surplus of £8'6m. I have not actually got 
the accounts in front of me, but I am told the correspond- 
ing figure for 1956 is £3-lm., with the same comment as 
to the division of Central Charges: so it is either £3Tm. 
or, if £45m. is the right figure, £7'lm. 

( President ): The 1956 figures are on the right-hand side. 
It is £3Tm. 

(Mr. Fay) : And the balance is carded into the Balance 
Sheet. 

( Sir Milner Holland ) : I do not know whether it has any 

i relevance to this argument, but I suggest — and I do not 

think it can be challenged — that if you take the other 
activities, which are not separated in the accounts in this 
way prior to 1956, for all the years back to 1948, you will 
find that throughout the period the other activities have 

* made a substantial margin calculating their _ Central 
Charges on Sir Reginald Wilson’s 72 per cent, basis, which 
you mentioned in your decision in 1953. If you just take 
the Central Charges at 72 per cent, for British Railways 
and 28 per cent, for the rest, you find that the other 
activities have averaged about £4m. or £5m. a year surplus. 
That, we would submit, is the complete answer on the 
question of whether there is somewhere or another a 
duty on London, to provide a reserve. I am speaking purely 
on the legal narrow point of the obligation Parliament has 
imposed to create a reserve. The obligation is laid, of 
course, on the Commission as a whole and not on any 
part of it, but for the moment, if we segregate British 
Railways and other activities, all we say is that we are hi 
the group of other activities, and those other activities 
have consistently produced a surplus and, at any rate, a 
notional reserve. I know it has been swallowed up and we 
are very sorry that it has, but the fact is that the other 
activities of which we axe part are under no sort of obliga- 
tion to provide a reserve of their own. 

With regard to the general reserve, we say no more than 
this, that, plainly, £lm. is an adequate working margin. 

I would like, if I may, to make two classes of general 
observation before I sit down. The first one, which you 
may enjoy, is to quote to you, from “ The Times ” of 
Monday, 31st January, 1859, an article headed: “How to 
make the railways pay ”, and it contains some observations 
which, in our submission, are relevant to-day. They are 
relevant on this question of whether the Commission 
should have such wide charging powers as may have the 
disastrous results we all fear. It reads as follows: “On 
many lines it has been a fundamental principle with the 
Directors to drive passengers into first-class carriages, 
and thus swell the amount received from first-class fares. 

‘ With this view second-class carriages were rendered as 

uncomfortable as possible, and second-class fares raised 
almost to the level of the class above them. But what 
came of this notable scheme? Certainly not what was 

• expected. People either took third-class tickets, or went 
to other lines, or did not travel at all. The fact is that 
the public can be easily led, but can never be driven. It 
is very free-handed with its money, but only on condition 
that the money’s worth is forthcoming. It will not put 
up with hard terms or bad usage. Make your railway 
carriages comfortable, your charges low, and your service 
effective, and people in good weather will almost live on 
the line, as the Americans do on their river steamboats. 
There is no more striking feature about the present age 



than the readiness of all classes to spend money. It not 
only shows means, but it proves something more. It 
proves that 'there is a disposition to enjoyment and a general 
confidence in the future. It is the opposite symptom to that 
of hoarding, which shows itself when a country is socially 
stagnant or politically insecure. . . . Whole classes have 
entitled themselves to some of the sweets of existence, 
and are disposed to taste them. Now, nothing could be 
more advantageous to Railways than the prevalence of 
a spirit like this, but the companies must deal with it by 
gratifying their customers, and not by grinding them.” 
Allowing for -the difference in language in the passing years, 
that, in our submission, should be the right approach 
here. 

I would like to add that it seems very likely that the 
London public are still quite unaware of the issues at 
stake in this really very important Application for very 
substantially increased charges, particularly in the season 
ticket field. I take leave to doubt whether they are aware 
that, unlike British Railways, London Transport has since 
1937 not only met all its operating costs, but made quite 
a substantial contribution, on any basis, to the Central 
Charges of the British Transport Commission, and the 
Commission is asking for increased fares to enable the 
London Transport Executive to make, over and above 
its actual operating costs, a payment of £6m. to Central 
Charges and £5m. to reserve, film, altogether more than 
its actual operating costs. 

(President): I imagine the public would probably be 
disposed to deny the accuracy of Mr. Hill’s evidence on 
their behalf that they have accumulated on London Trans- 
port a deficit of £10’3m., would they not? 

(Sir Milner Holland) : I do not at all know whether the 
public would be disposed to deny it. Of course,, they 
would not have the material on which to form an opinion. 

(President): That does not usually deter the public 
from forming an opinion on matters of this sort. You 
mean they do not know what is coming to them if the 
worst comes to the worst? 

(Sir Milner Holland): What I do think they probably 
do not know is that, in fact, the proposals may lead to 
very substantial increases in their fares, and I doubt 
whether they appreciate that London alone of the railway 
systems has always covered its working expenses and 
made very substantial contributions to Central Charges. 
I think it is only fair that Londoners should have that 
said for them. It will not, of course, affect your decision 
at all because you know it, but I think it only right that 
it should be said. The danger, in the view of the London 
County Council, is that the raising of fares is likely 
seriously to affect the good-will of the travelling public, 
and the present proposals seem to be going dangerously 
near squeeezing London because the Commission think 
the money can be got from London to make reserves 
which may well, really, only be swallowed up in a con- 
tinuing heavy deficit. However, our protest, as you have 
seen, is directed, really, only against throwing on London 
any part of the Commission’s Central Charges beyond 
what can fairly be justified by the events and preventing 
the collection of unnecessarily high reserves. 

Thank you for hearing me at this length, Sir. I hope 
I shall be here to tender Mr. Hill for you to put your 
two questions, but I may be in a difficulty. I would 
apologise for not being myself able to satisfy you with 
the answers. I think I know what Mr. Hill will say, 
but it will have the weight of his expert knowledge behind 
it when he answers you. 

(President) : Then the effect of what I said this morning 
is that we do not meet until Thursday of next week, is 
it not? 

(Mr. Fay) : Yes, Sir. 



(Adjourned until Thursday, 5th March, at 10.30 a.m.) 
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CORRIGENDA 

Proceedings, Sixth Day — Wednesday, 4th February, 1959 

Page 127, column 1, Question 1278, line 12 — for “ stir ” read “ store ” 

Page 127, column 2, Question 1290, line 3 — for “ receipts ” read “ full seats ” 

for “ in ” read “ of ” 

Page 127, column 2, Question 1290, line 5 — for “ tabled ” read “ stabled ” 

Page 130, column 1, Question 1349, line 12 — for “ liability ” read “ viability ” 

Page 130, column 2, Question 1355, line 22 — for “ take ” read “ get ” 

Page 131, column 2, Question 1392, line 4 — for “ round ” read “ down ” 

Page 132, column 2, Question 1417, line 7 — for “ look to see ” read “ see if there is ” 

Page 135, column 1, Question 1454, line 13 — for “ all ” read “ not ” 

Page 135, column 2, Question 1464, line 4 — for “ , and ” read “ . All ” 

Page 136, column 1, Question 1481, line 20 — for “ not ” read “ over ” 

Page 137, column 1, Question 1497, lines 12 and 13 — for “ common fares ” read “ common purse ” 

Page 137, column 2, Question 1499, line 1 — for “ to the ” read “ at the new ” 

Page 139, column 1, Question 1573, line 4 — for “ to ” read “ for ” 

Page 139, column 2, Question 1575, line 5 — for “ self-evidence ” read “ self-evident ” 

Page 139, column 2, Question 1580, line 6 — after “ we ” insert “ can ” 

Page 140, column 2, Question 1611, line 8 — for “ Yes ” read “ No ” 

Page 143, column 1, Question 1659, line 8 — for “ official ” read “judicial ” 

Page 143, column 1, Question 1662, line 7 — after “ very well ” insert “ one of” 

Proceedings, Fifteenth Day— Thursday, 19th February, 1959 

Page 342, column 1, Question 5712, line 2 — for “ possible ” read “ impossible ” 

Proceedings, Sixteenth Day — Friday, 20th February, 1959 

Page 357, column 1, Question 5774, line 6 — for “ he ” read “ the ” 

Page 357, column 1, Question 5787, fine 1 — after “ with ” insert “ you ” 

Page 357, column 2, Question 5788, line 1 — after “ They are ” insert “ the estimated ” 

Page 357, column 2, Question 5788, line 2 — delete “ of estimated increase ” 

Page 357, column 2, Question 5794, line 10 — after “ of course ” insert “ meet ” 

Page 357, column 2, Question 5794, line 11 — delete “ is ” 

Page 358, column 1, Question 5811, line 4 — for “ related ” read “ relates ” 

Page 358, column 2, Question 5815, line 7 — for “ ameliorate ” read “ alleviate ” 

Page 358, column 2, Question 5817, line 3 — for “ and improvement ” read “ on improvements ” 

Page 358, column 2, Question 5823, line 2 — for “ 1959 and 1958 accounts ” read “ 1959 budget ” 

Page 358, column 2, Question 5829, line 1 — after “ conversion ” insert comma in place of full stop 
Page 359, column 2, Question 5840, fine 4 — for “ from ” read “ to ” 

Page 360, column 1, Question 5855, line 6 — for “ attribution ” read “ attrition ” 

Page 360, column 1, Question 5859, line 6 — for “ power ” read “ plant ” 

Page 360, column 2, Question 5863, line 1 — for “ Organisational Methods ” read “ Organisation and Methods ” 
Page 361, column 1, Question 5870, line 9 — after “ £170,000 ” insert “ is ” 
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Table handed in by Sir Milner Holland, Q.C. 

Summary of Mr. James’ evidence on capital programme to 1963. Q. 615, P.J. 15, and Qs. 5810-5842 





(1) 

Nature of replacement 


(2) 

Reference 


(3) 

Capital 

Cost 


1 


Replacement of railway rolling 
stock 


Qs. 5810-5819 


£24m. 


2 


Trolley bus conversion 


Qs. 615 and 
5820-5828 


£9 


•5m. 


3 


Modernisation of power 
supply system (part) 


' Qs. 5829-5832 


£6m. 








£39 


•5m. 


4 


Amersham improvement . . . 


Qs. 5833-5842 


£3 


■5m. 


5 


Miscellaneous unspecified . . . 


Q. 615 


£lm. 








£44m. 



(4) 

Interest 



£1 -58m. 



(5) 

Additional 

Depreci- 

ation 



£0-77m. 



No details given, but 
(after meeting 

No details given 



( 6 ) 

Total of 

(4) 

and (5) 



£2 -35m. 



(7) 

Revenue 

Savings 



£0 ■ 5m. 



( 8 ) 

Net 

Total 



£1 -85m. 



overall net revenue improvement 
(after meeting interest and depreciation charges) 

£0- lm. 



Note: Following P.J. 15, Day 10, p. 245, depreciation at the current rate of £3 -5m. over the 5 years 1959-1963 will 
produce £17 -5m., representing a reduction in annual interest charges of £0-7m. 
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EXHIBIT WHL 9 “ B ” 



REPLACEMENT COST DEPRECIATION METHOD 



Year 


Accumulated 
Cost at 
beginning of 
year 


Reserves at 
beginning of 
year 


Capital 

needed 


Interest 
at 4 per cent 


Depreciation 

Charge 


Total 

Overheads 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 




£ 


£ 


£ 


£ 


£ 


£ 


11 


7,954 


4,518 


3,436 


137 


1,071 


1,208 


12 


9,025 


5,589 


3,436 


137 


1,148 


1,285 


13 


10,173 


6,737 


3,436 


137 


1,230 


1,367 


14 


11,403 


7,967 


3,436 


137 


1,318 


1,455 


15 


12,721 


9,285 


3,436 


137 


1,412 


1,549 


16 


14,133 


10,697 


3,436 


137 


1,513 


1,650 


17 


15,646 


12,210 


3,436 


137 


1,622 


1,759 


18 


17,268 


13,832 


3,436 


137 


1,742 


1,879 


19 


19,010 


15,574 


3,436 


137 


1,866 


2,003 


20 


20,876 


17,440 


3,436 


137 


2,000 


2,137 


21 


22,876 


19,440 


3,436 


137 


2,000 


2,137 


22 


24,876 


21,440 


3,436 


137 


2,000 


2,137 


23 


26,876 


23,440 


3,436 


137 


2,000 


2,137 


24 


28,876 


25,440 


3,436 


137 


2,000 


2,137 


25 


30,876 


27,440 


3,436 


137 


2,000 


2,137 


26 


32,876 


29,440 


3,436 


137 


2,000 


2,137 


27 


34,876 


31,440 


3,436 


137 


2,000 


2,1.37 


28 


36,876 


33,440 


3,436 


137 


2,000 


2,137 


29 


38,876 


35,440 


3,436 


137 


2,000 


2,137 


30 


40,876 


37,440 


3,436 


137 


2,000 


. 2,137 
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